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NEWLY  INDEPENDENT  STATES  OF  THE 
FORMER  SOVIET  UNION:  U.S.  POLICY  AND 
ASSISTANCE 


TUESDAY,  NOVEMBER  14,  1995 

House  of  Representatives, 
Committee  on  International  Relations, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10:30  a.m.  in  room  2172, 
Raybum  House  Office  Building,  Washington,  DC,  Hon.  Benjamin 
A.  Oilman,  (chairman  of  the  committee)  presiding. 

Chairman  Oilman.  The  committee  will  come  to  order, 

Oood  morning  ladies  and  gentlemen. 

This  morning  the  Committee  on  International  Relations  will  be 
taking  testimony  on  U.S.  policy  toward  and  U.S.  assistance  pro- 
grams for  the  Newly  Independent  States  of  the  Former  Soviet 
Union. 

We  welcome  our  panelists.  Our  panel  of  witnesses  this  morning 
includes  Ambassador  James  Collins,  Senior  Coordinator  of  the 
State  Department's  Office  of  the  Ambassador  at  Large  for  the 
Newly  Independent  States,  whom  we  have  invited  to  provide  the 
Department's  view  on  the  many  important  policy  issues  confronting 
our  nation  in  the  former  Soviet  Union, 

The  panel  also  includes  Honorable  Richard  Morningstar,  our  new 
Coordinator  for  U.S.  assistance  to  the  Newly  Independent  States, 
I  believe  appearing  before  this  committee  for  the  very  first  time 
and  our  welcome  to  you,  Mr,  Morningstar. 

Mr.  Morningstar.  Thank  you. 

Chairman  Oilman.  The  Honorable  Tom  Dine,  Assistant  Adminis- 
trator for  Europe  and  the  Newly  Independent  States  and  the  U.S. 
Agency  for  International  Development  and  an  old  hand  at  hearings 
before  our  committee,  is  also  with  us  this  morning  and  we  welcome 
you  back. 

We  want  to  welcome  back  as  well  the  Honorable  Harold  Smith, 
Assistant  to  the  Secretary  of  Defense  for  Atomic  Energy,  who  will 
bring  us  up  to  speed  on  the  "Nunn-Lugar"  demilitarization  assist- 
ance programs  in  the  Newly  Independent  States. 

We  also  want  to  welcome  the  Honorable  Anne  Sigmund,  Director 
of  the  U.S.  Information  Agency's  Office  of  Eastern  Europe  and  the 
Newly  Independent  States. 

We  certainly  have  a  good  combination  of  expertise  before  us  and 
we  are  looking  forward  to  your  additional  contribution,  Ms.  Sig- 
mund, on  questions  involving  our  exchange  programs  for  young 
students  and  many  others  in  the  former  soviet  republics. 


Given  the  broad  nature  of  the  topic  this  morning,  I  will  keep  my 
opening  remarks  brief. 

Without  objection,  the  witnesses'  written  testimony  will  be  in- 
serted into  the  record  of  the  hearing  and  I  will  ask  our  witnesses 
to  do  their  best  to  keep  their  statements  within  a  5-minute  period, 
so  that  members  will  have  more  time  for  questions. 

I  am  certain  that  we  will  be  joined  by  some  of  our  other  members 
when  they  get  out  of  their  briefing  in  committee  sessions. 

I  will  be  asking  our  committee  members  when  they  do  arrive  to 
keep  their  opening  remarks  brief  as  well. 

So  let  me  say  by  way  of  an  opening  that  I  would  like  to  hear 
from  our  witnesses  covering  the  assistance  end  of  things,  just  how 
they  believe  our  programs  best  serve  our  American  national  inter- 
ests in  the  countries  of  the  former  Soviet  Union. 

It  is  too  often  the  case  that  while  we  are  necessarily  concerned 
with  budgets  and  efficient  operation  of  our  foreign  assistance  pro- 
grams, we  sometimes  overlook  the  reason  for  those  programs,  to 
serve  American  interests. 

We  would  like  to  hear  this  morning  whether  our  American  inter- 
ests are  being  best  served  in  Russia,  in  Ukraine  and  the  other  ten 
countries  of  the  former  Soviet  Union  now  that  our  aid  programs 
are  entering  their  fourth  and  fifth  years  of  operation. 

This  committee,  in  marking  up  our  fiscal  year  1996  and  1997 
Foreign  Aid  Authorization  Act  entitled  the  American  Overseas  In- 
terests Act  of  1995,  has  provided  the  President  with  the  ftinding 
authorization  necessary  to  continue  our  assistant  programs  in  Rus- 
sia and  the  other  Newly  Independent  States,  if  the  President  finds 
them  to  be  in  the  national  interest. 

This  does  not  mean,  however,  that  the  members  of  this  commit- 
tee do  not  view  with  tremendous  seriousness  those  actions  taken 
by  the  Russian  Government,  with  which  the  United  States  must 
strongly  disagree. 

I  believe  that  Ambassador  Collins  may  have  the  hardest  job  of 
anyone  here  today,  when  it  comes  his  turn  to  talk  about  Russian 
nuclear  reactor  sales  to  Iran;  the  brutal  Russian  military  operation 
in  Chechnya;  the  prospect  of  a  Russian  nuclear  reactor  in  Cuba; 
Russian  threats  of  retaliation  if  NATO  expands  into  Eastern  Eu- 
rope, just  to  mention  a  few  of  his  problem  issues. 

We  will  await  our  turn  to  ask  questions  about  the  serious  policy 
matters,  however.  I  do  not  see  any  of  our  members  here  yet.  I  am 
sure  they  will  have  some  opening  statements  when  they  do  arrive. 

So,  let's  open  up  with  Ambassador  Collins  and  we  will  continue 
with  the  remainder  of  the  panel.  Ambassador  Collins. 

STATEMENT  OF  JAMES  COLLINS,  SENIOR  COORDINATOR  OF 
THE  STATE  DEPARTMENT'S  OFFICE  OF  THE  AMBASSADOR 
AT  LARGE  FOR  THE  NEWLY  INDEPENDENT  STATES 

Ambassador-designate  Collins.  Thank  you,  Mr.  Chairman.  I  do 
have  to  correct  one  thing  for  the  record.  It  is  still  Ambassador-des- 
ignate. 

Chairman  GiLMAN.  We  hope  it  will  soon  be  full  ambassador. 

Ambassador-designate  Collins.  Well,  I  share  that  hope. 


I  would  like  to  thank  you,  sir  and  the  members  of  the  committee 
for  the  opportunity  to  talk  with  you  about  our  policy  toward  the 
Newly  Independent  States  of  the  former  Soviet  Union. 

The  support  of  Congress  and  bipartisanship  in  developing  and 
implementing  policy  toward  the  Newly  Independent  States  has 
been  a  key  element  in  maintaining  American  leadership  during 
this  critical  period. 

I  hope  to  build  on  that  spirit  of  cooperation  today.  Mr.  Chairman, 
supporting  the  successful  transformation  of  these  new  states  into 
vibrant,  market  oriented,  democracies  remains  one  of  the  most  im- 
portant tests  of  our  time. 

For  50  years,  the  principal  threat  to  our  security  came  from  the 
vast  region  encompassed  by  Russia,  eastern  Europe  and  central 
Eurasia. 

As  recently  as  the  start  of  this  decade,  our  cities  were  targeted 
by  thousands  of  nuclear  war  heads  based  in  this  region.  A  single 
accomplishment  of  American  diplomacy  since  1992  has  been  tne 
end  to  targeting  of  these  weapons  against  Americans,  an  agree- 
ment to  remove  all  nuclear  weapons  from  Ukraine,  Kazakhstan 
and  Belarus. 

Europeans  and  citizens  of  the  NIS  live  more  safely  today  as  a  re- 
sult of  this  accomplishment,  but  most  importantly  in  terms  of  in- 
terest, so  do  Americans. 

Our  challenge  now  is  to  ensure  that  these  successes  are  consoli- 
dated and  strengthened;  that  new  dangers  emerging  from  the  col- 
lapse of  the  Soviet  Union,  such  as  nuclear  material  smuggling,  are 
contained  and  that  progress  in  building  democratic  and  market  ori- 
ented societies  continues. 

We  continue  to  have  a  fundamental  interest  in  advancing  each 
of  these  objectives  and  supporting  the  integration  of  each  of  the 
Newly  Independent  States  into  the  greater  Euro-Atlantic  family  of 
nations  as  responsible  members  of  the  global  community. 

To  further  these  goals,  we  are  pursuing  a  complex  set  of  inter- 
locking objectives.  We  are  encouraging  andhelping  the  Newly  Inde- 
pendent States  to  democratize  and  to  develop  market  economies. 

We  are  seeking  to  encourage  the  integration  of  the  Newly  Inde- 
pendent States  mto  international  political  and  economic  institu- 
tions and  to  develop  a  durable  post  cold  war  security  structure  for 
Europe. 

We  are  seeking  to  limit  and  reduce  weapons  of  mass  destruction 
and  ensure  the  proper  handling  of  their  constituent  components. 

We  are  promoting  the  development  of  stable,  cooperative  rela- 
tions among  the  Newly  Independent  States  based  on  mutual  re- 
spect for  the  independence,  sovereignty  and  security  of  each  of  the 
new  states  and  their  neighbors. 

We  are  advancing  the  interests  of  American  business  throughout 
the  NIS  and  we  are  encouraging  the  broadening  of  contacts 
through  education  exchanges,  peace  corps  programs  and  a  broad 
range  of  citizen  and  NGO  contacts  to  open  fully  these  societies  to 
comprehensive  involvement  with  the  outside  world. 

In  the  space  of  less  than  4  years,  we  have  seen  some  significant 
progress  and  successes.  In  addition  to  progress  under  denu- 
clearization, where  the  United  States  has  played  a  key  rAe  in  sup- 
porting the  decisions  of  Ukraine,  Kazakhstan  and  Belarus  to  give 


up  all  nuclear  weapons  and  the  dismantling  of  the  weapons  of  mass 
destruction  from  these  states  in  Russia,  there  have  been  important 
advances  in  building  democracy  and  market  economies. 

In  Russia,  we  have  witnessed  the  emergence  of  an  energetic  leg- 
islature and  an  active,  often  opposition-minded  media.  In  Ukraine, 
citizens  freely  voted  in  last  year's  elections  for  a  new  parliament 
and  a  president. 

Nearly  all  of  the  NIS  countries  have  recognized  the  importance 
of  adopting  strong  economic  reform  programs.  In  Russia,  over  half 
the  Russian  enterprises  have  been  privatized  and  about  half  of 
Russian  employees  now  work  in  the  private  economy. 

In  Ukraine,  the  private  sector  is  growing,  creating  jobs  and  ac- 
counting for  as  much  as  45  percent  of  production.  Armenia,  with 
over  90  percent  of  its  agricultural  sector  privatized  was  the  first  of 
the  NIS  to  experience  economic  growth,  some  5  percent  in  1994. 

In  spite  of  significant  successes,  many  obvious  challenges  and 
problems  remain.  Chechnya  is  an  all  too  painful  reminder  of  the 
legacy  of  the  past  and  the  tendency  to  revert  to  old  patterns  of  reli- 
ance on  force  to  resolve  differences  and  difficult  issues. 

Further  ethnic  discord  remains  a  source  of  instability  throughout 
the  Newly  Independent  States.  The  conflicts  simmering  in  Georgia, 
Azerbaijan  and  Tajikistan  are  in  reality  the  greatest  threat  to  the 
independence  and  security  of  these  young  states. 

Economic  hardship  and  decentralization  has  also  opened  the  door 
to  a  number  of  transnational  threats,  such  as  nuclear  smuggling 
and  narcotics  trafficking,  and  challenges  to  the  progress  of  democ- 
racy have  occurred  in  several  central  Asian  nations  where  leaders 
extended  their  term  of  office  through  referenda,  rather  than 
through  democratic  elections. 

The  legacy  of  70  years  of  communism  and  an  even  longer  history 
of  authoritarian  rule  and  imperial  tradition  will  not  be  removed 
overnight.  We  can  expect  further  divergences  and  detours  in  the 
transformation  of  these  young  states  toward  democratic  market  ori- 
ented societies. 

However,  the  policy  of  supporting  reform,  encouraging  the  trans- 
formation and  assisting  in  the  process  as  codified  in  the  Freedom 
Support  Act  remains  at  the  core  of  our  national  interest. 

A  stable  and  steady  policy  in  the  face  of  less  steady  direction  on 
the  part  of  the  new  states  will  remain  a  constructive  and  key 
source  of  support  to  those  who  seek  to  take  these  states  in  the  di- 
rection of  reform. 

The  future  of  these  new  states  is  still  being  determined.  Our 
vital  national  interest  remains  in  supporting  a  successful  trans- 
formation. Our  assistance  programs  have  made  a  difference  in  fur- 
thering these  objectives. 

We  can  expect  further  turbulence  and  detours,  but  we  need  to 
maintain  a  steady  bipartisan  policy  in  support  of  reform,  engage- 
ment and  integration  into  the  global  community  of  these  states 
with  the  responsibility  that  this  entails. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Ambassador-designate  Collins  ap- 
pears in  the  appendix.] 

Chairman  GiLMAN.  Thank  you.  Ambassador-designate  Collins, 


I  would  like  to  recognize  our  Ranking  Minority  Member  for  any 
opening  statement  that  he  may  have.  Mr.  Hastings,  do  you  have 
any  opening  statement? 

In  that  case,  we  will  move  on  to  Mr.  Richard  Momingstar,  Coor- 
dinator of  the  U.S.  Assistance  to  the  Newly  Independent  States  at 
the  Department  of  State.  Mr.  Momingstar. 

STATEMENT  OF  RICHARD  MORNINGSTAR,  COORDINATOR  FOR 
U.S.  ASSISTANCE  TO  THE  NEWLY  INDEPENDENT  STATES 

Mr.  MoRNiNGSTAR.  Thank  you,  Mr.  Chairman.  I  appreciate  this 
opportunity  to  appear  before  this  committee  today  to  offer  our 
views  as  to  why  American  assistance  to  the  states  of  the  former  So- 
viet Union  is  particularly  critical  at  this  time  and  to  outline  what 
steps  we  are  taking  to  make  certain  that  our  assistance  is  being 
delivered  in  the  most  efficient  and  effective  way  possible. 

My  testimony  today  will  focus  on  three  issues.  First,  why  we  be- 
lieve continued  assistance  is  so  critical  to  our  national  interest  at 
this  time. 

Second,  how  we  believe  conditions  have  changed  and  third,  how 
my  office  and  this  Administration  in  general  is  working  to  contin- 
ually improve  our  programs  to  meet  the  challenges  of  a  changing 
environment. 

Our  assistance  strategy  is  driven  by  three  fundamental  objec- 
tives. First,  to  enhance  our  national  security  through  cooperative 
threat  reduction,  such  as  assisting  in  the  destruction  and  dis- 
mantlement of  weapons  of  mass  destruction  and  control  of  nuclear 
materials. 

Second,  to  help  establish  open  and  competitive  market  econo- 
mies, providing  trade  and  investment  opportunity  for  America, 
while  fostering  the  economic  growth  that  is  so  vital  to  continued 
democratic  transformation. 

Third,  to  promote  democratic  governments  and  civil  societies 
through  exchange  programs  and  through  creation  of  non-govern- 
mental citizen  organizations  of  all  types,  while  fostering  the  devel- 
opment of  rule  of  law. 

Diminished  resources  will  require  the  U.S.  Government  to  focus 
even  more  sharply  on  these  priority  objectives.  Declining  resources 
will  require  us  to  constantly  reassess  each  investment  in  terms  of 
its  contribution  to  fulfillment  of  the  core  objectives. 

In  this  environment,  our  fundamental  guiding  principal  for  as- 
sistance must  be,  let's  not  punish  our  friends.  Let  us  continue  to 
make  sure  that  our  assistance  goes  to  those  elements  in  each  coun- 
try who  are  pushing  transformation. 

America's  national  interest  in  seeing  this  transformation  con- 
tinue has  never  been  greater.  By  national  interest,  I  mean  Ameri- 
ca's security  interest,  our  geopolitical  interests,  especially  in  the 
Caucausus  and  in  central  Asia  and  our  commercial  interests. 

In  short,  Americans  have  an  enormous  stake  in  the  outcome  of 
this  transformation. 

As  I  stated  at  the  outset,  Mr.  Chairman,  circumstances  have 
changed  dramatically  over  the  past  few  years  in  at  least  five  fun- 
damental respects. 

First,  of  course  the  level  of  U.S.  resources  available  for  assistance 
has  declined  significantly.  Second,  it  is  now  easier  for  us  to  find  ef- 


fective  interlocutors  and  indigenous  organizations  to  work  with.  It 
also  helps  us  more  clearly  identify  who  we  should  not  work  with 
in  some  of  these  countries. 

Third,  as  economic  activity  has  improved,  a  number  of  entities 
have  arisen  which  can  now  share  in  the  cost  of  the  programs  we 
support. 

Fourth,  other  international  donors  and  international  financial  in- 
stitutions have  stepped  forward.  We  need  no  longer  go  it  alone  in 
providing  assistance. 

Fifth,  assistance  resources  have  shifted  away  from  Russia  to 
other  countries,  as  their  reform  efforts  have  begun  to  blossom. 

Therefore,  the  proportion  of  assistance  resources  devoted  to  Rus- 
sia has  declined  sharply  in  the  last  couple  of  years. 

Mr.  Chairman,  we  are  changing  the  way  we  think  and  act  to  re- 
spond to  the  changed  circumstances  noted  above.  We  are  moving 
away  from  the  notion  that  in  assistance  bigger  is  always  better. 

As  the  environment  of  many  of  the  Newly  Independent  States  be- 
gins to  stabilize  somewhat,  we  are  now  in  a  better  position  to  use 
more  indigenous  organizations  and  look  to  do  more  with  volunteers, 
non-profits  and  other  alternative  mechanisms.  This  will  permit  us 
to  do  more  with  less. 

In  the  smaller  countries  of  the  NIS,  in  particular,  we  must  be 
mindful  of  the  fact  that  a  relatively  small  amount  of  funding  can 
make  a  significant  difference. 

To  the  extent  possible,  small  countries  that  are  striving  for  re- 
form should  not  be  unduly  penalized  as  resources  decline.  Also  cost 
sharing  must  become  an  even  more  critical  component  of  many  of 
our  progprams. 

In  addition,  we  are  redoubling  our  efforts  to  shift  more  of  the 
burden  of  assistance  to  other  international  sources. 

I  just  returned  from  meeting  with  the  EU  last  week  to  push  on 
this  issue  and  we  are  also  holding  extensive  discussions  with  the 
World  Bank  and  working  with  them  to  coordinate  transitions  of  as- 
sistance. 

The  net  result  of  these  efforts  will  be  a  streamlined  assistance 
program,  which  more  efficiently  and  effectively  utilizes  the  fewer 
resources  available  to  advance  our  objectives. 

We  fully  recognize  that  our  assistance  program  was  designed  by 
and  large  to  have  a  relatively  short  life.  Over  the  next  few  years, 
we  must  be  looking  to  transition  out  of  areas  which  can  either  be 
supported  by  others  or  where  we  believe  sufficient  progress  has 
been  made  so  that  U.S.  assistance  will  no  longer  be  necessary. 

In  Russia,  for  example,  I  envision  our  program  will  increasingly 
focus  on  areas  where  we  must  have  continuing  interest  and  impact: 
Weapons,  security  and  nuclear  material  safety,  macroeconomic  re- 
form, especially  in  the  tax  area,  training  and  exchanges,  democracy 
and  development  of  non-governmental  organizations  and  independ- 
ent media  and  trade  and  investment,  especially  through  the  devel- 
opment of  small  business  and  I  want  to  emphasize  that  point. 

It  is  critical  that  we  work  to  develop  small  business  through 
training  and  micro  lending  and  small  lending  programs.  In  this 
way,  we  can  help  to  develop  the  economies  of  the  region  from  the 
bottom  up  and  create  a  constituency  for  change. 


In  other  countries,  we  should  rigidly  apply  the  rule  that  we  only 
undertake  programs  that  are  vital  to  our  interest,  but  we  also  must 
recognize  that  arbitrary  deadlines  make  no  sense. 

We  must  be  engaged  at  an  appropriate  level  when  our  own  na- 
tional interests  continue  to  be  very  much  at  stake  and  stay  until 
the  job  is  done. 

In  sum,  our  assistance  programs  are  quite  simply  in  U.S.  na- 
tional interests.  They  are  investments  in  our  economic  and  national 
security  at  a  fraction  of  the  cost  that  we've  paid  in  the  past  or  that 
we  will  have  to  pay  for  defense  in  the  future,  if  these  transitions 
fail. 

We  must  move  forward  in  helping  these  transitions,  for  our  own 
sake.  Recognizing  that  while  we  will  not  always  make  the  critical 
difference,  we  most  certainly  will  make  a  difference. 

We  therefore  greatly  appreciate  the  strong  bipartisan  support 
that  Congress  has  provided  for  these  programs  in  the  past  and 
hope  that  this  spirit  of  bipartisanship  will  prevail  in  the  future. 

Thank  you  very  much,  Mr.  Chairman.  I  would  be  happy  to  an- 
swer any  questions  that  you  or  the  other  distinguished  members  of 
the  committee  may  have. 

[The  prepared  statement  of  Mr,  Momingstar  appears  in  the  ap- 
pendix.] 

Chairman  Oilman.  Thank  you,  Mr.  Momingstar.  We  will  reserve 
questions  imtil  all  of  the  panel  have  had  an  opportunity  to  testify. 

Honorable  Thomas  Dine,  Assistant  Administrator  for  Europe  and 
the  Newly  Independent  States  in  our  U.S.  Agency  for  International 
Development.  Mr.  Dine. 

STATEMENT  OF  THOMAS  DINE,  ASSISTANT  ADMINISTRATOR 
FOR  EUROPE  AND  THE  NEWLY  INDEPENDENT  STATES  AT 
THE  U.S.  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Mr.  Deste.  Grood  morning,  Mr.  Chairman  and  committee  members 
and  thank  you  for  this  opportunity  to  testify  on  USAID's  assistance 
programs  in  the  Newly  Independent  States. 

Foreign  assistance  is  not  a  process  of  rewards.  It  is  an  integral 
instrument  of  the  foreign  policy  of  the  United  States,  serving 
American  interests  abroad.  It  is  about  dramatic  change  in  former 
autocratic  command  economies. 

To  echo  what  my  two  colleagues  have  already  said,  U.S.  policy 
toward  Russia,  Ukraine,  Armenia,  Kazakstan,  the  Kjrrgyz  Republic 
and  other  NIS  countries  is  one  of  active,  constructive  engagement 
to  help  create  change. 

Engagement  is  in  our  national  interests.  It  helps  define  who  we 
are  in  world  affairs.  The  creation  of  open  societies  and  open  mar- 
kets in  the  NIS  region  reflects  American  values  and  defines  our  in- 
terests. 

Open  societies  and  open  markets  reinforce  democracy.  They  pro- 
mote U.S.  economic  and  commercial  interests.  They  enhance  our 
national  security  and  the  security  of  our  allies  in  Europe  and  East 
Asia. 

If  you  believe  that  a  democratic  market-oriented  Russia  is  in  our 
national  interest,  then  it  follows  that  active  engagement  with  Rus- 
sia's reformers  is  in  our  interests. 
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If  you  believe  that  an  independent  Ukraine,  an  independent  Ar- 
menia and  Georgia,  an  independent  Kazakstan  and  Kyrgyz  Repub- 
lic are  in  our  national  interest,  then  you  will  agree  that  engage- 
ment with  those  countries'  reformers  is  in  our  interest. 

Forty-seven  months  ago,  Marxism-Leninism  was  the  official  guid- 
ing philosophy  in  Moscow,  Kiev,  Tashkent,  Yerevan  and  Tbilisi. 

Only  a  few  years  ago,  elections  in  the  Soviet  Union  were  sham 
exercises  devoid  of  democratic  significance.  Today,  markets,  private 
property,  national  and  local  elections  and  the  rule  of  law  are  taking 
root  throughout  much  of  the  region. 

This  is  not  the  time  to  turn  away  from  the  progress  we  and  they 
have  made.  On  the  contrary,  this  is  the  time  to  reaffirm  our  com- 
mitment to  support  reform  and  reformers. 

Let  no  historian  ever  write  that  a  transition  from  communism 
failed  for  lack  of  American  support.  Real  progress  is  being  made 
and  USAID  programs  are  showing  real  results. 

USAID  programs  have  had  significant  impact  on  change  in  the 
NIS  region.  Tlie  genius  of  our  programs  has  been  to  use  American 
know-how,  not  cash  handouts,  to  direct  and  speed  change. 

Our  programs  are  promoting  open  societies  and  open  markets. 
We  support  democratic  reform  with  technical  assistance  to  the 
three  branches  of  government  in  each  reforming  country. 

USAID  programs  support  the  separation  of  powers.  For  example, 
USAID  technical  experts  have  helped  legislatures  draft  laws  on  ev- 
erything from  privatization  and  commercial  laws  to  criminal  jus- 
tice. 

They  have  helped  electoral  commissions  conduct  fair  and  fi'ee 
elections.  They  have  helped  courts  institute  jury  trials  and  train 
judges. 

USAID  sponsored  experts  also  have  helped  the  fourth  branch  of 
state,  the  independent  media,  play  its  role  as  a  vehicle  of  free  ex- 
pression and  as  a  check  on  state  power. 

They  have  helped  local  governments,  like  the  Association  of  Re- 
form Minded  Ukrainian  Mayors  and  city  councils  assert  control 
over  their  own  local  affairs. 

Today  the  whole  world  knows  more  about  reality  in  Russia, 
thanks  to  this  transparency  at  the  national  level  and  at  the  grass- 
roots. 

Checks  and  balances  work.  The  recent  drama  concerning  Russia's 
central  election  commission  is  a  good  example.  The  commission  is- 
sued an  arbitrary  and  overly  technical  decree  disqualifying  several 
parties,  including  Yabloko,  from  the  upcoming  parliamentary  elec- 
tion. 

The  media  put  the  spotlight  on  this  action.  The  aggrieved  parties 
appealed  to  the  courts.  The  Supreme  Court  exercised  its  independ- 
ence and  reviewed  and  reversed  the  action  of  the  executive  branch 
agency. 

Democracy  and  the  rule  of  law  are  in  action.  This  familiar  sys- 
tem is  sometimes  rambunctious  and  messy  but  despite  opposition 
of  the  old  guard,  it  is  beginning  to  work. 

We  have  seen  equally  remarkable  success  in  economic  reform. 
For  example,  mass  privatization  in  Russia  is  leading  to  enterprise 
restructuring  and  the  development  of  capital  markets. 


In  Ukraine,  the  state  monopoly  over  the  crucial  energy  sector  has 
been  broken  and  decades  of  insidious  inefficiency  throughout  the 
economy  are  being  reversed. 

In  Russia,  where  private  property  was  a  crime  just  a  few  years 
ago,  about  half  of  all  families  now  own  their  own  homes. 

The  forces  of  supply  and  demand  are  becoming  king.  Entrepre- 
neurship  is  booming.  As  the  Financial  Times  recently  reported, 
"capitalism  is  in  the  genes",  even  after  a  74-year  hiatus  under  com- 
munism. 

The  Economist  of  October  28  was  more  graphic,  noting  that  more 
of  Russia's  "economy  is  in  private  hands  than  is  true  of  Italy". 

Microeconomic  changes  are  adding  up  to  macroeconomic  results. 
The  EBRD,  the  European  Bank  for  Reconstruction  and  Develop- 
ment, estimates  that  most  NIS  countries  have  arrested  the  steady 
decline  in  national  income  since  1992  and  are  now  poised  for  real 
GDP  growth  in  1996. 

It  is  no  accident  that  Russia  has  met  its  strict  IMF  conditionality 
in  1995.  The  first  fruits  of  economic  reform  are  appearing. 

This  is  exactly  why  the  international  donor  community,  including 
the  United  States,  must  redouble  its  attentiveness  to  ensure  that 
measures  are  taken  to  sustain  reform. 

Mr.  Chairman,  the  still  pending  fiscal  year  1996  Foreign  Assist- 
ance Appropriations  Conference  Report,  because  it  sends  mixed 
messages,  deserves  a  word. 

On  one  hand,  it  demonstrates  a  continued  U.S.  commitment  to 
provide  the  NIS  region  with  technical  assistance  programs,  albeit 
at  considerably  reduced  levels  compared  with  previous  years. 

On  the  other  hand,  through  extensive  earmarking,  it  drastically 
diminishes  the  needed  flexibility  of  our  response  to  reformers,  in- 
cluding the  discretion  to  shift  resources  from  performing  areas. 

A  large  share  of  the  total  $641  million  reported  out  of  conference 
comprises  earmarks.  Hard  country  earmarks  cover  at  least  $340 
million  and  another  200  to  $230  million  is  earmarked  for  functions 
and  specific  projects. 

The  likely  consequence  of  this  loss  of  flexibility  is  that  our  pro- 
grams will  exceed  the  absorptive  capacity  of  some  countries  or  that 
the  United  States  will  give  the  appearance  of  rewarding  retrench- 
ment, thus  creating  serious  dis-incentives. 

Finally,  declining  budget  levels  and  congressional  earmarks  of 
other  country  programs  have  combined  dramatically  to  drive  down 
the  Russia  program  size  in  fiscal  year  1996.  Russia,  the  country  in 
the  world  that  looms  largest  regarding  security,  political,  and  eco- 
nomic interests,  is  the  real  loser  in  this  budget. 

While  the  fiscal  1996  appropriations  bill  has  not  been  enacted, 
clearly  budget  cuts  will  directly  affect  our  ability  to  promote  re- 
forms in  certain  sectors  and  regions  in  Russia. 

Mr.  Chairman,  it  is  just  4  years  since  the  cold  war  ended  and 
only  6  years  since  the  fall  of  the  Berlin  Wall.  The  world  has 
changed  dramatically  in  our  favor  and  it  is  still  in  our  deepest  in- 
terest to  help  make  those  changes  irreversible. 

Disengagement  from  the  former  Soviet  Union  is  not  a  responsible 
option  for  America  today.  The  price  of  leadership  is  not  cheap,  but 
the  cost  of  disengagement,  whether  intended  or  incidental,  would 
be  huge. 
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It  would  be  measured  in  terms  of  lost  national  security,  lost  eco- 
nomic synergies  and  lost  commercial  opportunities. 

We  must  stay  actively  engaged.  There  is  no  responsible  alter- 
native. Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Dine  appears  in  the  appendix.] 

Chairman  Oilman.  Thank  you,  Mr.  Dine. 

Director  Anne  Sigmund  of  the  Office  of  East  European  and 
Newly  Independent  State  Affairs  of  the  U.S.  Information  Agency. 
Welcome,  Ms,  Sigmund. 

STATEMENT  OF  ANNE  SIGMUND,  DIRECTOR  OF  THE  U.S.  IN- 
FORMATION AGENCY'S  OFFICE  OF  EASTERN  EUROPE  AND 
THE  NEWLY  INDEPENDENT  STATES 

Ms.  Sigmund.  Mr.  Chairman,  distinguished  members  of  this  com- 
mittee, since  1993  using  funding  under  the  Freedom  Support  Act 
and  resources  from  its  own  appropriation,  USIA  has  brought  over 
20,000  NIS  leaders  to  the  United  States  for  programs. 

Included  in  this  number  are  FVesidential  advisors,  law  makers, 
national,  regional  and  local  officials,  entrepreneurs,  journalists  and 
high  school  students  from  all  12  NIS  countries. 

Our  programs  fall  into  two  general  categories:  academic  ex- 
changes and  professional  training  programs. 

With  respect  to  academic  exchanges,  our  insistence  of  competi- 
tive, merit  based  selection  has  been  a  radical  departure  from  the 
old  Soviet  practice  of  doling  out  such  opportunities  to  the  politically 
correct  and  the  politically  connected. 

The  practice  of  open  competition  has  identified  many  reformers 
who  otherwise  might  have  gone  unrecognized  and  provides  them 
even  after  they  return  to  their  homelands  with  the  kind  of  informa- 
tion and  contacts  they  need  to  push  change  in  their  own  societies. 

Just  two  Sundays  ago,  for  example,  one  of  our  graduate  students 
in  public  administration  was  elected  to  the  Georgian  parliament. 

USIA  also  supports  linkages  between  American  and  NIS  univer- 
sities. At  present,  over  20  such  linkages  are  functioning. 

For  example,  New  York  University  is  working  with  Rostov  State 
University  on  a  new  curriculum  in  journalism.  Indiana  University 
has  initiated  an  educational  reform  project  in  Ryazan.  The  Univer- 
sity of  California  has  a  linkage  with  Yerevan  to  develop  a  curricu- 
lum in  business  administration. 

In  the  category  of  professional  exchanges,  our  freedom  support 
grants  bring  mid-  to  senior-level  officials  to  the  United  States  to  ex- 
amine specific  issues  related  to  democratic  reform. 

Past  participants  include  the  Pro  Curator  General  of 
Kazakhstan,  eight  of  the  nine  members  of  the  Constitutional  Court 
of  Belarus  and  the  Speaker  of  the  Ukrainian  Parliament. 

Last  year,  75  members  of  the  new  Russian  parliament  traveled 
under  this  program.  When  these  officials  return  home,  they  often 
remain  in  contact  with  their  American  counterparts  and  interlocu- 
tors and  continue  to  draw  on  the  American  experience  in  their  own 
areas  of  activity. 

Following  one  such  program,  the  deputy  chairman  of  the  Federa- 
tion Council  Committee  on  Defense  and  Security  used  the  anti-cor- 
ruption  regulations  he  received  from  his  American   contacts   to 
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guide  his  own  committee's  work  on  similar  statutes  under  the  Rus- 
sian criminal  code. 

Recently  another  Duma  member,  Valeriy  Borshchev,  discussed 
his  USIA  program  on  law  enforcement  on  prime  time  Russian  tele- 
vision. 

Borshchev  cited  his  meetings  at  the  Baltimore  police  academy 
and  Chicago  police  headquarters,  as  he  praised  American  laws 
guaranteeing  the  public's  right  to  know  in  cases  involving  police  in- 
vestigations, pledging  that  as  a  Duma  member,  he  intended  to  seek 
support  for  similar  legislation  in  Russia. 

Another  professional  exchange,  Business  for  Russia,  has  provided 
over  1,000  budding  Russian  entrepreneurs  with  internships  in 
American  businesses. 

This  spring,  another  300  will  arrive  for  these  programs  and  as 
a  result  of  tnese  contacts,  business  deals  are  being  struck  that 
range  from  the  development  of  software  with  a  major  publisher  of 
educational  text  in  Boston,  to  the  purchase  of  an  Oregon  saw  mill 
for  use  in  the  Russia  far  east. 

Alumni  of  this  program  on  their  own  initiative  and  with  their 
own  financing  have  established  active  alumni  associations.  Using  a 
Russian  internet  provider,  they  have  set  up  E-mail  discussion 
groups  to  strengthen  their  networking  capability. 

USIA  has  made  a  concerted  effort  to  push  its  programs  outside 
capital  cities.  During  the  past  2  years,  nearly  two-thirds  of  the  par- 
ticipants in  our  Russian  programs  have  come  from  outside  Moscow. 

Last  year  alone,  our  professional  programs  brought  participants 
to  the  United  States  from  54  of  Russia's  89  oblasts,  including  13 
governors,  19  vice-governors  and  17  mayors. 

During  fiscal  year  1995,  over  1,000  regional  and  local  leaders  in 
Russia  participated  in  20  in-country  seminars  on  issues  ranging 
from  taxation  policy  to  local  government  support  for  small  business 
development. 

USIA  requires  significant  cost  sharing  from  our  U.S./NGO  part- 
ners and  encourages  cost  sharing  from  our  NIS  partners. 

Under  our  professional  exchanges,  for  example,  internships, 
home  stays,  conference  fees  and  the  like  are  generally  covered  by 
the  participating  communities  themselves. 

In  the  case  of  academic  exchanges,  cost  sharing  takes  the  form 
of  tuition  waivers  or  the  offer  of  free  room  and  board  or  the  provi- 
sion of  free  books  and  other  expenses.  Our  high  school  students 
who  this  year  will  number  over  1,400,  stay  in  the  homes  of  Amer- 
ican families. 

Our  experience  over  the  last  2  years  shows  that  American  com- 
munities recognize  the  value  of  these  exchanges  and  are  prepared 
to  invest  some  of  their  own  resources  to  make  them  happen.  In 
short,  exchanges  are  one  of  the  wisest  investments  of  taxpayer  dol- 
lars in  the  NIS  today. 

When  the  Soviet  Union  dissolved  in  1991,  analysts  and  policy- 
makers were  right  to  fear  that  the  door  that  had  opened  could  sud- 
denly swing  shut  again. 

Exchanges  and  the  relationships  with  leaders  and  potential  lead- 
ers that  these  programs  have  established  help  ensure  that  that 
door  stays  open.  Thank  you. 
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[The  prepared  statement  of  Ms.  Sigmund  appears  in  the  appen- 
dix.] 

Mr.  Bereuter.  Thank  you  very  much  for  your  testimony.  Chair- 
man Oilman  will  be  gone  very  briefly.  He  asked  me  to  continue. 

We  would  like  next  to  hear  from  the  Honorable  Harold  Smith, 
Assistant  to  the  Secretary  of  Defense  for  Atomic  Energy,  at  the  De- 
partment of  Defense. 

Dr.  Smith,  you  may  proceed  as  you  wish. 

STATEMENT  OF  HAROLD  SMITH,  ASSISTANT  TO  THE 
SECRETARY  OF  DEFENSE  FOR  ATOMIC  ENERGY 

Dr.  Smith.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  appear 
before  this  committee  and  once  again  bring  you  up  to  date  on  the 
status  of  the  Nunn-Lugar  program  and  give  you  a  view  of  the  fu- 
ture of  that  program. 

With  your  permission,  Mr.  Chairman,  I  am  going  to  use  a  few 
photographs  and  charts,  which  are  to  your  right.  I  want  to  empha- 
size, sir,  that  we  have  made  them  larger  this  year,  at  the  request 
of  your  staff. 

The  first  one,  please.  The  first  chart  shows  you  a  destroyed  SS- 
24  silo  in  Ukraine.  That  is  a  test  that  we  ran  to  teach  us  how  to 
destroy  all  the  silos  in  Ukraine. 

Keep  it  up  there  just  for  a  moment.  I  will  have  the  pleasure,  sir, 
in  December  of  beginning  this  program  in  earnest. 

I  will  be  at  Pervomaysk,  which  Secretary  Perry  has  referred  to 
as  the  deadly  crown  iewel  of  the  former  Soviet  Union,  to  blow  up 
the  first  of  many  silos  that  the  Nunn-Lugar  program  has  sup- 
ported. 

It  is  important  to  remember  that  the  missile  that  was  in  that  silo 
and  the  silo  that  I  will  destroy  contained  six  warheads,  with  the 
equivalent  explosive  power  of  about  60  Hiroshima's,  all  of  which 
were  at  one  time  targeted  on  U.S.  cities. 

Next  chart.  Let  me  just  walk  you  quickly  across  this  chart,  sir. 
CTR  agreements  with  Ukraine  were  signed  in  October  and  Decem- 
ber 1993. 

Now  I  will  concentrate  on  Ukraine,  because  of  the  forthcoming 
trip.  The  clear  expression  of  forthcoming  U.S.  support  gave 
Ukraine  the  confidence  to  sign  on  14  January  1994  the  trilateral 
agreement  permitting  the  early  removal  of  all  nuclear  warheads 
back  to  Russia. 

This  in  turn  set  the  stage  of  Ukrainian  ascension  to  the  Non- 
proliferation  Treaty  and  the  signing  of  START.  We  tried  to  capture 
that  in  the  line  of  blocks  across  the  top  of  the  chart. 

Moving  then  to  the  photographs,  actual  CTR  Nunn-Lugar  assist- 
ance, dubbed  "Fast  Aid",  facilitated  the  removal  and  secure  with- 
drawal, hence  the  U.S.  Humvee,  which  I  once  knew  as  a  Jeep,  of 
SS-19  and  SS-24  warheads. 

Next  picture  shows  one  of  the  decapitated  SS-24's  sitting  in  a 
silo  for  Secretary  Perry's  briefing.  For  the  SS-19's  that  are  also  in 
Ukraine,  which  have  a  liquid  fuel  system,  CTR  had  to  first  build 
storage  tanks.  This  allowed  the  missiles  to  be  de-fueled  and  pulled 
from  their  silos,  and  headed  toward  the  final  destruction. 

I  want  to  pause  just  for  a  moment  there  and  say  that  I  was  in 
the  helicopter  looking  down  on  the  missile  as  it  proceeded  to  the 
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neutralization  plant  that  we  are  building  and  which  is  shown  on 
the  next  picture. 

It  is  a  wonderful  experience  to  see  your  former  enemy's  missiles 
being  dragged  away  to  a  destruction  plant  that  you  have  built  for 
them. 

Finally,  as  I  have  already  said,  we  will  blow  up  the  missiles, 
which  is  shown  in  the  seventh  picture.  Finally,  we  will  retire  the 
strategic  rocket  regiment  by  providing  modest  houses  in 
Pervomaysk. 

As  the  bottom  of  the  chart  shows,  the  clear  relationship  between 
the  CTR  moneys  coming  in  and  the  warheads  going  out  of  Ukraine. 

Next  chart.  But  of  course  we  are  not  simply  concentrating  on 
Ukraine.  I  would  like  to  quickly  update  you  on  our  activities  since 
I  last  testified. 

At  that  time,  I  had  said  that  1,000  warheads  from  Belarus, 
Ukraine  and  Kazakstan  had  been  moved  to  Russia.  The  number  is 
now  2,000.  That  is  a  doubling.  There  are  no  nuclear  weapons  in 
Kazakhstan. 

Formerly  we  had  employed  5,000  weapons  scientists  and  put 
them  into  activities  which  are  of  a  scientific  and  commercial  inter- 
est, as  opposed  to  weapons.  That  number  is  now  over  8,000. 

In  sum,  in  Russia,  we  have  assisted  our  former  adversaries  in 
dismantling  212  submarine-launched  ballistic  missiles,  destroying 
378  silos,  and  destrojdng  25  heavy  bombers.  You  see  the  results  in 
front  of  you  to  your  right  and  we  have  assisted  in  a  dismantlement 
of  1,300  missiles. 

Next  chart.  What  you  see  on  this  chart,  sir,  is  a  plan.  The  most 
important  points  I  would  like  you  to  draw  from  it  are  that  the  pro- 
gram ends  in  the  year  2001. 

What  we  portray  there  is  that  we  know  what  we  would  like  to 
do  year  by  year,  project  by  project,  milestone  by  milestone.  We  do 
not  show  you  all  the  figures,  because  they  are  competition-sen- 
sitive. 

I  want  to  compliment,  at  this  point,  my  colleague.  Major  Greneral 
Lajoie,  sitting  behind  me,  who  has  been  the  leader  of  this  program 
and  has  put  together  this  very  formidable  plan. 

Next  chart,  please.  I  had  said  that  the  numbers  were  competi- 
tion-sensitive. The  reason  for  that  is  that  we  use  American  contrac- 
tors to  provide  the  goods  and  services  by  which  we  are  helping  our 
former  adversaries  to  disarm. 

These  are  not  fly-by-night  companies.  Among  our  contractors  are 
Caterpillar,  Bechtel,  Morrison  Knudson,  Western  Electric,  Hewlett- 
Packard,  and,  as  you  can  see  fi-om  the  chart,  although  you  probably 
cannot  read  it,  many,  many  other  American  firms. 

This  is  cooperative  assistance.  This  is  not  simply  giving  cash  to 
our  former  enemies. 

Next  chart,  please.  Portrayed  before  you  is  an  up-to-date  version 
of  the  rate  at  which  we  are  obligating  funds. 

In  February  of  1994,  I  promised  Congressman  McDade  and  Con- 
gressman Murtha,  who  are  equal  architects  of  the  Nunn-Lugar  pro- 
gram, that  in  coming  to  office  I  would  have  $400  million  under  obli- 
gation before  fiscal  year  1994  ended — and  I  succeeded. 

I  also  said  we  would  have  $800  million  under  obligation  before 
fiscal  year  1995  ended.  We  not  only  succeeded,  but  we  exceeded  our 


14 

promise.  Expenditures  are  about  half  of  obligations  and  they  too 
are  up  sevenfold  since  last  year. 

In  sum,  sir,  progress  is  steady.  It  is  sometimes  tedious.  It  is 
hard,  hard  work  to  convince  and  assist  the  former  adversary  to  dis- 
mantle the  very  weapons  that  held  us  in  thrall  all  those  years  of 
the  cold  war,  but  we  are  doing  it. 

Missile  by  missile,  as  you  can  see.  Warhead  by  warhead.  Bomber 
by  bomber.  Even  officer  by  officer  and  man  by  man. 

Mr.  Chairman,  that  concludes  a  brief  status  report.  I  hope  it  has 
been  helpful  to  your  deliberations. 

[The  prepared  statement  of  Mr.  Harold  Smith  appears  in  the  ap- 
pendix.] 

Mr.  Bereuter.  Thank  you  very  much  for  your  testimony  and  for 
all  of  the  testimony  presented  by  the  witnesses. 

I  am  going  to  turn  now  for  questioning  to  the  members  on  the 
basis  of  when  they  arrived. 

On  that  basis,  calling  the  Republican  side  of  the  aisle  first,  Mr. 
Houghton,  the  gentleman  from  New  York,  is  recognized  for  5  min- 
utes for  questions. 

Mr.  Houghton.  Thank  you,  Mr.  Chairman. 

I  would  like  to  follow  up  on  the  last  presentation  of  Dr.  Smith. 
I  have  a  funny  feeling  that  all  those  statistics  and  the  programs 
and  the  money  obligations  and  the  milestones  are  all  there. 

There  are  a  couple  of  other  issues.  First  of  all  and  maybe  this 
is  not  easy  to  answer,  the  issue  of  the  Army  officers  that  are  not 
being  paid  or  not  being  paid  adequately  and  have  access  to  this  nu- 
clear capability  and  whether  there  is  any  threat  there. 

The  other  is  something  which  was  brought  to  my  attention  re- 
cently in  terms  of  the  nuclear  reactors,  not  the  weapons  systems. 
Here  is  a  statement  from  Medsomore  nuclear  reactor  in  Armenia. 
Soviet  installed  reactor,  built  near  an  earthquake  fault  line. 

I  have  talked  to  several  friends  of  mine  from  Russia.  People  who 
are  scientists.  Knowledgeable,  I  think.  They  are  concerned  about 
the  nuclear  reactors. 

I  do  not  know  whether  you  are  going  to  have  another  Chernobyl 
or  not.  But  those  two  issues  I  think,  from  my  standpoint,  would  be 
interesting  to  explore  a  little  bit. 

Maybe  you  or  some  of  the  others  would  have  some  comments  on 
them. 

Dr.  Smith.  Mr.  Houghton,  I  am  pleased  to  respond.  I  will  ask 
Secretary  Morningstar  to  address  your  question  on  reactors,  but  I 
will  comment  on  your  first  few  points  myself 

First  of  all,  I  would  think  our  plan  would  appeal  to  a  former 
businessman,  such  as  yourself.  Your  concern  about  the,  I  will  call 
it  morale,  of  the  troops  that  are  actually  handling  the  weapons, 
they  report  to  my  colleague.  General  Maslin,  head  of  the  Russian 
12tn  Directorate. 

We  work  closely  with  Greneral  Maslin  and  I  think  we  are  fairly 
confident  that  he  has  high  morale  and  good  troops  working  under 
him. 

His  concern,  interestingly  enough,  is  not  for  the  officers  who  are 
hsmdling  the  weapons  today,  and  we  assist  in  every  possible  way 
with  every  possible  piece  of  equipment  we  can  find,  but  his  concern 
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is  the  officers  who  are  retired  as  a  result  of  dismantling  these  mis- 
siles. 

They,  by  law,  are  entitled  to  a  house.  There  are  no  houses  for 
them.  So,  we  have,  in  the  past,  used  Nunn-Lugar  funds  to  create 
industries  that  build  prefabricated  homes. 

You  saw  a  picture  of  that  at  Pervomaysk.  We  are  doing  the  same 
thing  in  Russia.  I  am  sorry  to  say  that  Congress  will  probably  not 
allow  us  to  continue  that  program. 

I  think  it  should  worry  you  for  the  reasons  that  you  gave.  It  is 
the  retired  officers  who  have  the  nuclear  expertise.  The  weapons 
expertise,  that  is  of  concern  to  Greneral  Maslin  and  is  of  concern  to 
us. 

That  addresses,  I  think,  your  first  question,  Mr.  Momingstar. 

Mr.  Houghton.  Well,  what  sort  of  money  are  we  talking  about 
and  what  particular  appropriation?  Does  this  appear  or  look  a  little 
shaky? 

Dr.  Smith.  We  are  talking  tens  of  millions  of  dollars,  not  hun- 
dreds. In  fact,  it  is  in  the  low  tens.  Twenty  million  dollars  has  been 
set  aside  for  housing  in  Russia,  for  example. 

The  Nunn-Lugar  program  itself  has  been  funded  at  about  $400 
million  a  year  and  according  to  the  plan,  which  I  showed,  is.  about 
a  $1,230,000,000  program.  So  in  sum,  we  are  talking  about  one  or 
2  percent  of  the  total  program. 

Mr.  Houghton.  If  those  funds  are  not  earmarked,  they  cannot 
be  moved  from  one  account  to  another  in  order  to 

Dr.  Smith.  This  is  not  the  Committee  of  Jurisdiction,  so  I  should 
not  make  my  lament  too  forcefully,  but  the  answer  is  no. 

We  understand  we  will  not  be  allowed  to  use  future  moneys  for 
building  houses. 

Mr.  MORNINGSTAR.  To  respond,  sir,  on  the  reactor  safety  program 
and  on  nuclear  reactor  safety.  First  of  all,  with  respect  to 
Medsomore,  we  certainly  share  your  concerns. 

Ambassador-designate  Collins  and  I  just  returned  from  Armenia 
last  week.  Armenia  and  other  countries;  We  spoke  to  members  of 
the  Armenian  government  with  respect  to  Medsomore. 

We  were  greeted  with  the  news  that,  in  fact,  Medsomore  had 
been  started  up  on  October  27,  just  4  or  5  days  before  we  came. 

We  have  consistently  stated  our  opposition  to  the  opening  of 
Medsomore  for  reasons  of  design  of  the  plant,  as  well  as  the  earth- 
quake issue,  although  I  guess  it  should  be  pointed  out  that  the 
plant,  thank  God,  did  survive  the  1988  earthquake  in  Yerevan,  al- 
though it  had  not  been  opened  since  then. 

The  difficult  problem  that  we  wrestle  with  now  is  what  do  we  do 
now  that  it  is  open?  Do  we  provide  any  kind  of  assistance  at  all 
in  connection  with  the  plant? 

Our  position  has  strongly  been  that  we  would  not  and  of  course 
our  position  was  that  it  should  not  have  been  opened  in  the  first 
place. 

With  respect  to  the  reactor  safety  progpram  in  general 

Mr.  Houghton.  Wait  a  minute.  So  what  specifically  are  you 
going  to  do,  if  you  can  do  anything  at  all? 

Mr.  Mornengstar.  At  this  point,  we  are  talking  about  working 
with  regulators  to  help  determine  procedures  with  respect  to  the 
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plant.  We  have  not  committed  at  this  point  to  any  equipment  with 
respect  to  the  plant. 

As  I  say,  we  had  taken  the  position  that  we  would  not  supply  as- 
sistance to  the  plant,  if  it  were  opened.  But,  now  we  are  in  a  dif- 
ferent situation.  So,  even  at  this  time,  we  are  wrestling  through 
that  issue. 

What  do  we  do  about  it  now  that  it  is  open?  We  can  let  you 
know. 

Mr.  Dine.  If  I  could  add,  for  the  last  several  years,  we  have  had 
an  alternative  energy  program  for  the  use  of  nuclear  power.  That 
has  been  a  core  program  by  USAID  in  Armenia.  Hydroelectric 
power,  uses  of  other  fuels.  But  it  has  never  been  enough. 

Mr,  MORNINGSTAR.  With  respect  to  the  reactor  safety  program  in 
general,  I  think  we  are  making  progress.  It  got  off  to  a  very  slow 
start. 

It  got  off  to  a  slow  start  because  of  questions  of  liability  and  con- 
tracting procedures  and  making  agreements  with  host  govern- 
ments, but  of  the  $121  million  that  had  been  budgeted  between 
1992  and  1994,  something  like  $110  million  has  been  obligated. 

A  good  portion  of  that  has  been  expended  and  the  1995  program 
is  moving  along  well.  That  program  is  working  basically  in  three 
areas:  first,  to  provide  equipment  to  the  plants  that  will  help  with 
respect  to  safety.  For  example,  fire  safety  equipment,  monitors  and 
the  like. 

Second,  to  work  with  employees  of  the  plants  with  respect  to 
safety  procedures  and  third,  to  work  with  regulators.  That  is  a  pro- 
gram that  I  believe  strongly  ought  to  continue. 

It  did  receive  budget  cuts  coming  out  of  conference  anyway.  It  is 
now  under  the  Energy  Conference  for  fiscal  year  1996,  but  we  will 
be  continuing  to  do  as  much  as  we  can  under  budgetary  constraints 
with  respect  to  the  program. 

Mr.  Houghton.  OK.  I  may  have  a  question  later  on,  but  my  time 
is  up. 

Thank  you,  Mr.  Chairman. 

Mr.  Bereuter.  Chairman  Oilman  would  like  to  make  an  intro- 
duction. 

Chairman  Oilman.  Thank  you.  I  would  just  like  to  take  a  mo- 
ment to  introduce  a  distinguished  delegation  from  Taiwan,  biparti- 
san delegation  consisting  mostly  of  the  Foreign  Affairs  Committee 
of  Taiwan. 

If  they  might  stand  a  moment,  we  would  like  to  greet  them,  in- 
cluding the  chairman  and  co-chairman  of  the  Foreign  Affairs  Com- 
mittee. Thank  you  for  being  here. 

Thank  you,  Mr.  Chairman. 

Mr.  Bereuter.  You  are  welcome. 

I  now  call  upon  distinguished  Ranking  Minority  Member,  Mr. 
Hamilton,  a  gentleman  from  Indiana,  for  his  time. 

Mr.  Hamilton.  Thank  you,  Mr.  Chairman. 

How  is  President  Veltsin? 

Ambassador-designate  Collins.  Mr.  Hamilton,  Mr.  Yeltsin  just 
appeared  today  on  television.  A  meeting  with  Mr.  Nazarvayev,  his 
colleague  from  Kazakhstan. 
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He  looked,  according  to  the  people  who  have  told  me,  I  did  not 
see  this,  to  be  back  at  work.  His  spokesman  said  he  is  resuming 
a  work  schedule  that  is  close  to  normal. 

Mr.  Hamilton.  Has  the  Russian  government  been  forthcoming 
with  you  in  advising  us  about  his  health? 

Ambassador-designate  Collins.  They  have  provided  us  really 
with  nothing  specifically  beyond  what  we  have  had  from  the  official 
spokesman. 

Mr.  Hamilton.  Which  is  pretty  near  nothing,  right? 

Ambassador-designate  Collins.  Well,  they  have  described  the 
condition  he  had,  a  heart  condition.  Some  have  called  it  a  heart  at- 
tack. They  have  provided  public  information  about  the  fact 
that 

Mr.  Hamilton.  But  you  really  do  not  know  very  much  about  the 
status  of  his  health  then;  is  that  correct? 

Ambassador-designate  Collins.  Not  precisely.  No,  sir. 

Mr.  Hamilton.  Now,  you  are  going  to  have  a  choice.  You  are  ei- 
ther going  to  have  a  Russia  with  him  or  a  Russia  without  him.  I 
am  sure  we  hope  he  has  good  health  and  continues  as  president. 

What  are  you  doing  to  prepare  for  Russia  without  Yeltsin? 

Ambassador-designate  Collins.  Well,  sir,  first  of  all,  there  is  a 
constitutional  procedure  in  Russia  at  this  time  which  would,  if  any- 
thing were  to  happen  to  President  Yeltsin  prior  to  the  new  elec- 
tions in  June,  devolve  his  responsibilities  on  the  Prime  Minister, 
Mr.  Chernomyrdin. 

Mr.  Hamilton.  We  are  in  close  contact  with  him  on  a  regular 
basis? 

Ambassador-designate  Collins.  We  are  indeed.  We  have  ex- 
panded a  commission  that  is  chaired  by  the  Vice  President  and  the 
Prime  Minister  to  include  a  very  broad  range  of  our  relationship 
and  programs. 

I  would  also  say  to  you  that  we  continue  to  work  closely  with 
other  members  of  the  government  in  other  ministries,  those  who 
form  the  government. 

Mr.  Hamilton.  Do  you  work  at  all  with  any  of  the  leading  Presi- 
dential candidates? 

Ambassador-designate  Collins.  I  think  I  have  met  probably  with 
most  of  those  who  are  mentioned  as  candidates.  The  embassy  in 
Moscow  sees  most  of  them  reasonably  regularly. 

In  the  sense,  do  we  work  with  them,  I  think  we  are  in  touch  with 
them.  We  listen  to  them.  Most  of  them,  at  this  time,  do  not  have 
responsibilities,  aside  from  perhaps  being  a  member  of  the  Duma. 

Mr.  Hamilton.  Well,  a  person  like  General  Lebed,  for  example, 
who  I  guess  is  leading  in  the  polls,  although  his  ratings  are  not 
very  high.  Nobody  is  very  high.  Are  you  in  touch  with  him  on  a  reg- 
ular basis? 

Ambassador-designate  Collins.  Members  of  the  embassy  have 
met  with  him.  I  personally  met  with  him  a  couple  of  years  ago.  I 
have  not  seen  him  since  he  came  back 

Mr.  Hamilton.  Do  members  of  the  embassy  meet  with  him  regu- 
larly? 

Ajnbassador-designate  Collins.  On  a  reasonably  regular  basis. 

Mr.  Hamilton.  What  does  that  mean?  Once  every  6  months  or 
once  every  month  or  once  every  week?  What  does  that  mean? 
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Ambassador-designate  Collins.  They  try  to  see  all  the  can- 
didates periodically.  I  cannot  give  you  an  exact  figure,  but  let's  say 
it  is  weeks  apart. 

Mr.  Hamilton.  Do  you  expect  President  Yeltsin  to  resume  full 
Presidential  duties? 

Ambassador-designate  Collins.  We  do. 

Mr.  Hamilton.  Do  you  think  he  will  be  a  candidate  for  president 
in  June,  1996? 

Ambassador-designate  Collins,  My  crystal  ball  on  that  is  not 
terribly  good.  What  he  has  essentially  indicated  is  that  he  will  con- 
sider it,  but  he  is  not  going  to  make  any  public  position  until  after 
the  outcome  of  the  December  elections  for  the  Duma. 

Mr.  Hamilton.  Mr.  Dine,  as  I  look  at  these  assistance  figures, 
in  1994  you  had  $1.2  billion  for  assistance  to  Russia.  In  1995,  you 
had  $344  million.  If  I  understand  the  earmarks,  you  are  only  going 
to  have  somewhere  around  $100  million  or  maybe  $150  million  for 
fiscal  year  1996. 

Now  you  and  your  colleagues  lay  out  pretty  strong  reasons  why 
it  is  very  much  in  our  interest  to  aid  Russia,  but  this  reduction  is 
rather  dramatic. 

Two  years  ago,  $1.2  billion.  This  year  maybe  $100  million  or 
$150  million  available  to  Russia.  Tell  me  what  kinds  of  problems 
you  encounter  now  with  that  sharp  reduction  in  resources  and  all 
of  the  earmarks  you  have. 

Mr.  Morningstar  may  want  to  comment  on  that  as  well. 

Mr.  Dine.  Mr.  Morningstar  and  I  are  working  very  closely,  sir, 
on  managing  this  dramatic  up  and  then  dramatic  down. 

First  of  all,  as  all  of  us  laid  out  in  our  opening  comments,  we 
very  strongly  are  trying  to  promote  the  national  interest  and  Rus- 
sia certainly  has  been  front  and  center  about  what  to  do  over  our 
lives.  Now  since  1992,  how  to  help  change  it  from  a  Communist 
country  to  a  market  democratic  society  has  been  the  fundamental 
challenge. 

When  you  go  down  dramatically,  you  have  to  stop  programs  that 
are  having  difficulty  starting.  You  have  to  figure  out  how  to  find 
other  moneys  and  pipelines  or  change  contracts,  which  is  a  very  ex- 
pensive ordeal  we  are  finding  out. 

So  this  is,  if  you  will,  management  by  triage.  We  have  got  to 
make  sure  that  we  keep  our  focus  on  our  core  programs. 

I  would  say  to  this  committee,  those  core  programs  would  be  the 
continuation  of  privatization,  the  continuation  of  breaking  up  the 
monopolies,  the  continuation  of  the  buildup  of  capital  markets,  in- 
cluding the  stock  exchange,  the  buildup  of  laws  and  regulations  so 
that  this  can  become  a  more  and  more  market  oriented  society  in 
which  business  people  inside  Russia  and  outside  Russia  can  func- 
tion. 

As  long  as  there  is  not  a  strong  civil  code,  contract  code,  commer- 
cial code,  criminal  code,  then  doing  business  in  Russia  will  be  ex- 
tremely difficult. 

Mr.  Hamilton.  These  earmarks  cause  you  a  lot  of  problems;  is 
that  right? 

Mr.  Ddste.  Extraordinarily  so  and  that  is  why  I  mentioned  them 
in  my  opening  comments. 
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Mr.  Hamilton.  We  have  a  lot  of  people  criticize  Russia  very 
strongly  in  this  institution  of  the  Congn'ess. 

Mr.  Dine.  Correct. 

Mr.  Hamilton.  They  do  some  things  that  we  do  not  particularly 
like.  The  nuclear  reactor  sales  to  Iran.  They  have  been  pretty 
strong  in  their  statements  in  opposition  to  NATO  enlargement. 

We  have  had  instances  of  some  spying.  We  have  the  differences 
in  Bosnia.  Differences  in  Cuba.  A  lot  of  charges  of  intimidation  by 
Russia  of  its  neighbors. 

We  hear  an  awful  lot  of  criticism  within  the  Congress  and  I  sup- 
pose that,  in  part,  is  responsible  for  the  sharp  reduction  in  re- 
sources that  we  are  making  available  to  Russia. 

But  even  with  Russia  doing  things  that  we  don't  like  in  some 
areas,  your  testimony  is  that  this  relationship  is  still  worthwhile 
and  productive  and  it  is  still  very  much  in  the  American  national 
interest  to  provide  support  and  help  to  Russia? 

Mr.  Dine.  Yes,  sir. 

Mr.  Hamilton.  In  a  word  or  two,  how  do  you  defend  it,  since  it 
is  a  country  that  does  a  number  of  things  we  do  not  like? 

Mr.  Dine.  My  colleague,  Mr.  Momingstar,  would  like  to  comment 
and  then  maybe  I  will  comment,  too. 

Mr.  Morningstar.  I  think  that  what  we  always  have  to  remem- 
ber is  that  we  do  not  want  to  punish  the  wrong  people.  Less  than 
a  third  of  our  assistance  to  Russia  goes  directly  to  the  Russian  gov- 
ernment. 

Even  those  programs  that  go  to  the  Russian  government  are  pro- 
grams that  I  would  contend  anyway  that  we  all  ought  to  be  sup- 
porting, because  they  are  programs  that  relate  to  macroeconomic 
reform,  whether  it  be  capital  markets,  tax  or  the  like. 

Mr.  Hamilton.  Most  of  the  aid  goes  directly  to  people? 

Mr.  Morningstar.  Most  of  the  aid  goes  directly  to  people  and  di- 
rectly to  programs  that  are  dealing  with  people.  So,  I  think  that 
is  the  key  argument. 

That  we  just  do  not  want  to  punish  the  wrong  people.  This  is  a 
transformation  that  is  going  to  have  fits  and  starts  and  that  we 
have  to  look  at  things  on  a  mid-  and  long-term  basis  and  just  not 
walk  away  because  we  have  some  political  issues,  when  the  assist- 
ance is  going  to  people  that  we  want  to  help. 

If  I  might  just  add  a  comment  to  your  prior  question  as  to  what 
we  are  doing  with  respect  to  less  resources.  As  Mr.  Dine  pointed 
out,  we  are  taking  money  from  existing  programs  and  from  the 
pipeline  that  will  help  to  increase  the  amounts  that  ultimately 
could  go  to  Russia,  for  example. 

The  other  things  that  we  are  looking  at  very  closely  and  I 

Mr.  Hamilton.  Are  you  going  to  be  able  to  find  more  than  $100 
milHon  to  $150  million? 

Mr.  Dine.  Well,  we  may  be  able  to  find  some  more  than  that.  If 
we  end  up  in  our  budget  with  a  number  around  140  or  $150  million 
and  can  find  40  or  $50  million  from  existing  programs,  that  can  ob- 
viously help. 

The  other  things  that  we  are  doing  is  we  are  very  serious  about 
our  dealings  with  the  EU  and,  with  the  World  Bank.  The  World 
Bank  is  coming  in  with  large  amoimts  of  money  in  specific  areas. 
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An  example  of  the  kind  of  thing  that  we  could  do  and  that  we 
are  considering  doing,  let's  take  capital  markets,  for  example,  that 
we  have  been  supporting  to  the  tune  of  $12  million  to  $15  million 
a  year  for  the  last  few  years. 

There  is  a  World  Bank  loan  that  will  be  becoming  available  that 
will  have  hundreds  of  millions  of  dollars  available  for  these  types 
of  activities. 

My  view  is  that  we  have  to  use  1996  as  a  staging  point  to  have 
a  transition  from  programs  that  we  have  been  supporting  that  now 
can  be  taken  over  by  an  organization,  such  as  the  World  Bank,  that 
will  have  the  funds  available  to  do  it. 

We  have  to  do  it  in  a  responsible  way  so  that  the  good  that  we 
did  and  have  done  and  will  continue  to  do  is  not  taken  away.  We 
can  do  that  in  a  lot  of  areas. 

The  other  thing  that  we  have  to  do  more  of  is  to  coordinate  more 
with  the  EU.  If  we  are  going  to  work  on  a  program,  we  have  to 
have  the  discipline  to  speak  to  the  EU,  prior  to  our  approving  a 
new  program,  to  see  what  they  are  doing  in  the  area. 

The  EU,  frankly,  is  going  to  have  more  money  than  we  are  going 
to  have  over  the  next  3  or  4  years.  We  have  to  work  closely  with 
them. 

Mr.  Hamilton.  Let  me  just  say  I  appreciate  what  you  are  doing 
and  I  personally  support  your  efforts  to  find  more  flexibility  in  the 
budget,  particularly  on  the  soft  earmarks  that  you  have  in  the  bill. 

Mrs.  Meyers.  Would  the  gentlemen  yield  for  10  seconds? 

Mr.  Hamilton.  I  think  my  time  has  expired,  but  I  will  be  glad 
to  yield  if  the  Chairman  permits  it. 

Chairman  GiLMAN.  Please  do. 

Mrs.  Meyers.  Just  a  follow-up.  I  think  the  one  billion  was  a  one 
shot  deal  and  it  followed  the  Vancouver  Summit.  I  think  everybody 
knew  that  the  future  allocations  were  going  to  be  in  the  neighbor- 
hood of  $100  million  or  $150  million.  I  presume  that  you  budgeted 
accordingly  and  did  not  budget  anticipating  a  billion  dollars. 

Mr.  Dine.  We  did  not  anticipate  $1.6  billion  for  Russia  every 
year,  Mrs.  Meyers,  but  the  precipitous  drop  basically  in  the  appro- 
priations process  over  the  last  2  years,  has  forced  us  to  cut  and  to 
look  at  other  ways  to  find  savings  in  order  to  make  sure  that  the 
decline  does  not  destroy  what  we  have  tried  to  do  in  working  with 
our  partners  in  Russia. 

This  is  a  dilemma.  Russia  is  a  crossroads.  Russia  has  substantial 
shortcomings.  We  all  know  that.  It  has  an  arbitrary  tax  system.  We 
are  trying  to  work  with  them,  at  their  request,  to  build  a  com- 
prehensive tax  system. 

Russia  has  a  weak  legal  system.  We  are  trying  to  work,  at  the 
request  of  the  Duma  members  and  the  Ministry  of  Justice  and  oth- 
ers, to  create  a  strong  legal  system.  It  has  corruption.  It  has  crime. 
I  am  sure  all  of  us  are  concerned  about  that. 

Government  officials  are  still  interfering  in  the  economy.  How- 
ever, it  is  becoming  a  market  economy  and  it  is  going  to  be  very 
difficult  to  turn  back. 

Enterprise  restructuring  is  taking  place.  It  is  going  to  be  based 
on  demand  and  costs.  This  is  what  we  want.  Why,  at  this  cross- 
roads, would  we  leave  it?  Particularly  when  our  programs  over  the 
last  2  or  3  years  are  showing  impact  now. 
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Mr.  Hamilton.  Well,  what  strikes  me,  and  then  I  will  jdeld  back 
whatever  time  I  have,  is  that  Russia  is  the  main  player  here.  They 
are  the  big  actor. 

What  happens  there  is  really  critical.  The  U.S.  Congress  is  com- 
ing along,  reducing  very  sharply  the  resources  that  are  available, 
but  just  as  bad  as  that,  very  sharply  earmarking  the  resources  that 
are  available  so  that  Russia,  which  was  receiving  about  70  percent 
of  our  assistance  a  year  or  two  ago  is  now  receiving  25  percent  or 
less.  That  does  not  seem  to  me  to  be  in  accord  with  our  priorities, 

Mr.  Dine.  Well,  Mr.  Hamilton,  you  also  raised  the  question  of 
Russia's  role  in  this  particular  area  of  the  world. 

We  want  a  democratic  Russia.  We  want  an  economically  strong 
Russia  that  is  integrated  more  and  more  into  the  western  economy 
and  that  will  be  a  Russia  that  does  not  interfere  in  its  "near 
abroad". 

Chairman  Oilman.  The  gentleman's  time  has  expired. 

Mr.  Rohrabacher. 

Mr.  Rohrabacher.  A  couple  of  areas  I  would  like  to  ask  the 
panel  about,  after  I  get  beeped  from  my  office.  Dining  room.  My 
limch  is  on. 

Mr.  Dene.  Are  you  on  California  time? 

Mr.  Rohrabacher.  I  keep  getting  reports  or  seeing  reports  that 
the  Russians  are  engaged  in  a  nuclear  modernization  program. 
They  are  still  building  submarines  and  intercontinental  missiles.  Is 
that  true? 

Dr.  Smith.  Yes,  sir,  that  is  true. 

Mr.  Rohrabacher.  You  are  sitting  here  giving  us  all  this  opti- 
mism. We  are  giving  them  money  in  one  hand  and  they  are  spend- 
ing their  money  building  weapons  to  destroy  us  with?  That  makes 
you  optimistic?  I  do  not  imderstand  that. 

Dr.  Smith.  Let  me  respond.  The  Russians  are  a  signatpr  and 
have  ratified  the  START  I  treaty  and  we  are  assisting  them  in 
dismantlements  that  are  required  under  the  START  I  treaty. 

I  am  pleased  to  say,  as  I  said  earlier,  that  they  are  exceeding  the 
rate  at  which  they  have  to  dismantle. 

Mr.  Rohrabacher,  So,  they  are  taking  their  old  weapons  out  and 
destroying  them  and  then  they  are  building  new  weapons  that  are 
more  efficient.  That  is  a  reason  for  optimism? 

Dr.  Smith.  What  they  are  doing  is  meeting  their  requirements 
under  START,  which  allow  them,  as  a  sovereign  power  and  a 
signator  to  the  treaty,  to  have  strategic  missiles. 

In  fact,  even  under  START  U,  there  will  be  thousands  of  war- 
heads on  missiles  in  Russia,  if  that  treaty  is  ratified  by  both  coun- 
tries. 

Now,  it  does  not  strike  me  as  wrong  for  the  Russians  to  choose 
to  have  improved  strategic  missiles  for  those  that  are  allowed 
under  the  very  treaty  that  they  negotiated  with  us. 

Mr.  Rohrabacher.  Are  we  developing  any  new  strategic  mis- 
siles? 

Dr.  Smith.  We  are  not. 

Mr.  Rohrabacher.  So,  it  does  not  strike  you  as  wrong  that  they 
are  developing  missiles  to  attack  us,  even  after  we  have  backed  off? 
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Dr.  Smith.  We  are  eliminating  those  missiles  that  we  can.  We  do 
not  have  the  ability  to  interfere  with  new  missiles  that  they  may 
choose  to  make. 

You  may  say  that  we  should,  therefore,  not  assist  them  in  dis- 
mantling the  somewhat  older,  but  still  lethal  missiles.  I  think  that 
would  be  the  wrong  conclusion. 

It  is  similar  to  what  Mr.  Morningstar  has  said.  That  we  will  as- 
sist them  to  rid  themselves  of  weapons  of  vast  destruction  in  every 
way  we  can.  That  is  exactly  what  we  are  doing. 

Mr.  ROHRABACHER.  I  do  not  understand  that  logic  at  all.  I  mean 
basically  we  are  assisting  them  in  upgrading  their  missile  system 
by  what  you  are  telling  me. 

Dr.  Smith,  Not  at  all.  If  we  did  not  offer  the  assistance  under 
Nunn-Lugar,  then  they  would  simply  retain  old  missiles  and  would 
hot,  repeat  would  not,  be  reducing  at  the  rate  consistent  with 
START  that  they  are  now.  We  would  have  more  missiles  aimed  at 
us  as  time  goes  by. 

Mr.  RoHRABACHER.  You  mentioned  Nunn-Lugar,  but  the  Cooper- 
ative Threat  Reduction  program  gave  over  $22  million  to  Moscow's 
International  Science  and  Technology  Center. 

Yet  some  reports  that  I  have  seen,  that  this  is  exactly  the  same 
center  that  is  developing  new  strategic  weapons.  This  does  not 
make  any  sense  to  me. 

Dr.  Smith.  I  am  afraid  it  does  make  sense,  sir.  What  we  are 
doing  is  supporting  weapons  scientists  to  do  non-weapons  work  in 
Russia  as  opposed  to  a  brain  drain,  which  would  put  those  same 
nuclear  scientists  in  countries  where  we  prefer  that  they  not  have 
such  expertise. 

Mr.  Rohrabacher.  I  see.  So  in  order  to  prevent  these  scientists 
from  going  elsewhere  to  produce  strategic  weapons,  we  are  sort  of 
giving  them  the  incentive  to  stay  in  Russia. 

Dr.  Smith.  Where  they  are  not  working  on  weapons  research, 
thanks  to  the  grants. 

Mr.  Rohrabacher.  But  that  same  institute  that  we  are  talking 
about.  International  Science  and  Technology  Center,  is  also  produc- 
ing new  weapons  systems.  They  are  engaged  in  the  scientific  devel- 
opment of  their  new  intercontinental  missiles. 

Dr.  Smith.  I  do  not  think  the  connection  is  quite  that  close,  sir, 
but  I  would  not  like  to  be  drawn  into  that  conversation  here. 

Mr.  Rohrabacher.  All  right.  I  just  think  that  this  is  a  real  con- 
cern and  I  am  very  happy  that  people  are  trying  to  be  optimistic. 

I  agree  that  anything  we  can  do  to  help  democratize  and  offer  a 
transition  to  democracy  in  that  former  enemy  of  ours,  that  is  what 
is  best  for  us,  but  I  think  that  sometimes  you  can  be  a  little  bit 
too  optimistic  and  it  works  against  actually  having  some  results. 

Let  me  ask  you  about  some  positive  results  in  the  future.  Let  me 
ask  a  little  bit  about  corruption.  I  understand  that  the  former  So- 
viet Union  or  I  guess  I  should  say  Russia  has  a  huge  capital  flight. 

They  are  actually  losing  billions  of  dollars  that  are  leaving  their 
country  that  is  their  money.  Any  time  people  make  a  profit  there, 
they  leave. 

There  is  no  amoimt  of  money  we  can  pour  in  that  will  make  up 
for  that,  is  there? 
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Ambassador-designate  Collins.  Mr.  Rohrabacher,  let  me,  if  I 
may,  just  comment  on  that.  Russian  capital,  like  capital  in  all  other 
countries  essentially  moves  and  behaves  according  to  the  environ- 
ment it  works  in. 

It  is  quite  true  that  in  the  economic  decline  and  collapse  that  has 
followed  the  breakup  of  the  Soviet  Union  very  sizable  amounts  of 
Russian  money  have  found  their  way  outside. 

It  is  also  true  that  in  the  last  several  months  there  has  been 
some  evidence  that  significant  amounts  have  beg^un  to  flow  back. 
The  point  I  think  is 

Mr.  Rohrabacher.  I  am  glad  to  hear  that.  That  sounds  positive. 

Ambassador-designate  Collins.  But  I  am  not  trying  to  paint  an 
overly  optimistic  picture.  The  fact  of  the  matter  is  until  there  is  a 
reformed  market  economy  with  a  stable  currency  and  a  pattern  of 
economic  activity  and  the  structures  that  are  conducive  to  invest- 
ment, Russian  capital,  like  foreign  capital,  is  going  to  be  very  reluc- 
tant to  find  its  way  and  stay  inside  Russia  or  any  of  the  other  NIS. 

That  is  frankly  why  we  have  worked  to  promote  economic  sta- 
bilization, economic  reform,  the  development  of  market  institutions. 

Until  those  things  take  place,  we  are  not  going  to  see,  if  you  will, 
available  capital  going  to  Russia,  when  it  can  go  elsewhere  at  a 
more  secure  and  profitable  rate. 

Mr.  Rohrabacher.  One  last  question.  Is  there 

Mr.  Dine.  Mr.  Rohrabacher,  can  I  just  add  one  thing? 

Mr.  Rohrabacher.  Certainly. 

Ambassador-designate  Collins.  You  used  a  verb,  pouring  money 
in.  We  are  not  pouring  any  money  in.  The  moneys  that  have  been 
appropriated  by  this  Congress  that  you  have  supported  are  going 
for  technical  assistance. 

That  know  how  of  the  United  States  is  being  transferred  to  re- 
formers in  Russia. 

Mr.  Rohrabacher.  I  think  that  is  a  point  well  made.  I  think  that 
I  accept  that  a  lot  more  than  I  accept  the  idea  that  we  are  helping 
them  in  one  part  of  their  missile  program  and  dismantling  these, 
while  they  are  spending  money  building  new  ones.  I  think  that  is 
a  much  more  acceptable  point. 

One  last  question.  Is  there  freedom  of  the  press  in  the  new  Rus- 
sia? I  do  not  know. 

Ambassador-designate  Collins.  I  would  say  that  on  balance  the 
answer  to  that  is  yes.  I  think  certainly  as  we  have  watched  it  and 
we  watch  it  very  carefully,  one  of  the  remarkable  things  that  has 
developed  and  emerged  over  the  past  4  years  is  a  pretty  free  and 
vibrant  media,  including  the  electronic  media. 

Although  I  would  certainly  say  there  is  more  state  ownership, 
state  guidance  of  centralized  television  than  there  is  of  print 
media. 

Mr.  Rohrabacher.  A  fellow  got  shot.  The  head  of  their  great 
news  program  there  was  assassinated.  I  think  the  free  press  is  an 
essential  element  to  maintaining  a  bureaucracy  in  a  government 
within  honest  limits. 

I  mean  corruption  is  always  the  lure.  If  you  do  not  have  opposi- 
tion parties,  you  do  not  have  a  fi*ee  press,  that  lure  will  take  hold. 
Anyway,  thank  you  very  much.  ■ 

Chairman  Oilman.  The  gentleman's  time  has  expired. 
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Ambassador-designate  Collins.  I  could  not  agree  with  you  more, 
Mr.  Rohrabacher. 

Chairman  Oilman.  Mr.  Judge  Hastings. 

Mr.  Hastings.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Chairman,  my  first  comment  is  more  in  the  nature  of  levity, 
but  probably  a  truism  as  well.  The  Ranking  Member  asked  a  ques- 
tion about  the  health  of  Mr.  Yeltsin  which  is  of  continuing  and  gen- 
uine concern. 

I  saw  a  recent  television  report  indicating  that  we  now  have  a 
new  diagnostic  technique  that  is  predictive  of  heart  attacks.  That 
is,  that  we  can  take  photographs  as  we  did  of  Mr.  Yeltsin  when  he 
attended  the  United  Nations  recent  confab  and  then  we  could  tell 
what  was  going  to  happen  to  him. 

Well,  if  we  are  that  good,  as  one  who  has  had  heart  bypass  sur- 
gery, I  want  to  sit  for  a  whole  hell  of  a  lot  of  those  photographs 
that  they  take  and  see.  I  thought  about  that.  I  am  sure  a  lot  of  us 
are  concerned. 

Ajs  a  supporter  of  the  assistance  of  the  Newly  Independent  States 
and  I  am  sure  most  of  our  presenters  this  morning  who  are  most 
informative  are  mindful,  at  least  that  I  have  to  the  extent  that  I 
can  try  to  be  a  supporter,  particularly  of  many  of  your  various 
agencies  and  departments. 

I  do  want  to  talk  with  you  just  brief  political  realities  and  it 
comes  from  your  testimony,  Mr.  Morningstar.  I  am  not  really  seek- 
ing a  response. 

When  you  emphasize  that  you  envision  our  program  will  increas- 
ingly focus  on  areas  where  we  must  have  continuing  interest  and 
impact  and  I  might  add  I  agree  with  everything  that  you  said,  ad- 
ditionally you  underscored  especially  through  the  development  of 
small  business,  particularly  in  light  of  the  mixed  record  in  many 
of  the  Newly  Independent  States  in  areas  of  macroeconomic  reform. 

It  is  critical  that  we  work  to  develop  and  you  emphasized  again, 
small  business  through  training  and  micro  small  lending  programs 
and  on  and  on. 

I  sure  wish  that  I  had  that  same  kind  of  interest  in  my  district. 
I  say  that  for  political  purposes,  because  for  folk  like  myself  to  be 
able  to  be  supportive,  we  need  to  have  a  whole  lot  of  information 
so  as  how  we  can  offset  the  xiriticism  that  we  receive. 

I  am  talking  now  Republicans  and  Democrats,  but  I  just  wanted 
to  share  that  with  you,  because  no  such  effort  is  being  put  forward 
in  any  dynamic  way  in  my  district.  So,  I  do  suffer  criticism  when 
I  support  the  Newly  Independent  States.  I  just  want  to  share  that 
with  you. 

My  major  question  I  guess  goes  to  Ambassador-designate  Collins 
and/or  whomever  else  may  respond  and  that  is,  we  do  not  have,  I 
do  not  think,  a  good  sense  of  the  trend  line  on  reform  in  Russia. 
You  do.  You  all  are  there. 

Answer  me  with  reference  to  the  following  assessment:  Is  it  true 
that  there  is  progress  on  privatization  with  half  the  economy  in  pri- 
vate hands?  Is  there  economic  stabilization  through  a  reduction  in 
their  budget  deficit  and  a  reduction  in  inflation  less  than  5  percent 
per  month  and  is  the  economy  poised  to  return  to  growth;  and  in 
to  some,  if  not  most,  of  the  fighting  in  Chechnya? 
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Then  on  the  other  side  of  the  ledger,  we  have  corruption  allega- 
tions that  we  see  in  our  newspapers  that  are  reported  on  reaching 
high  into  the  Russian  government. 

Popular  disillusion,  it  does  appear  with  capitalism  and  democ- 
racy. Increasing  poverty,  especially  for  the  young  and  the  old.  De- 
clining health  and  we  have  seen  their  statistics,  which  are  reflec- 
tive of  that,  with  Third  World  countries. 

The  war  that  I  spoke  of  still  smoldering  in  Chechnya  and  a  likeli- 
hood of  former  Communists  and  conservative  nationalists  are  win- 
ning this  December's  parliamentary  elections  and  no  clear  reform 
or  successor  to  President  Yeltsin,  who  is  weakened  both  politically 
and  obviously  health  wise  as  well. 

No.  1,  do  you  share  that  assessment,  and  then  I  would  ask  you 
what  worries  you  the  most  about  internal  developments  in  Russia? 

Ambassador-designate  Collins.  I  think  I  share  the  assessment 
in  its  general  sense  in  that  the  picture  we  have,  a  little  less  than 
4  years  after  the  collapse  of  the  Soviet  Union,  is  a  mixed  one. 

I  think  you  have  suggested  both  of  the  areas  where  there  has 
been  quite  positive  development  in  both  political  and  economic  and 
social  terms  and  also  highlighted  some  of  the  most  difficult  issues 
that  remain  and  that  have  developed  in  a  sense  as  you  have  had 
the  collapse  of  traditional  authority  and  the  effort  to  develop  new 
institutions  and  a  new  direction  for  the  Russian  society. 

My  own  sense  is  that  the  critical  point  here  is  that  up  to  this 
time,  this  is  essentially  a  revolution  and  it  is  a  revolution  that  is 
being  developed  at  all  levels  of  society. 

It  so  happens  that  most  of  the  press  lives  in  Moscow  and  there- 
fore everybody  tells  us  that  what  is  going  on  in  Moscow  is  most  im- 
portant. 

I  would  submit  to  you  that,  in  fact,  Russia  is  building  a  new  soci- 
ety in  every  oblast  a  day  at  a  time  and  that  indeed  the  real  news 
is  some  sense  that  central  direction  is  no  longer  the  real  point. 

That  in  many  ways  you  can  have  central  leadership,  guidance, 
but  command  and  control  is  no  longer  the  way  that  the  develop- 
ments are  taking  place. 

I  think  in  that  sense  that  the  elections  that  are  about  to  take 
place  will  give  us  indications.  They  will  probably  suggest  frustra- 
tions with  the  current  state  of  affairs  and  that  will  be  reflected  in 
the  election  of  substantial  numbers  of  the  critics  of  reform. 

But  it  is  also  true  that  most  of  the  candidates,  even  the  most 
critical  of  the  reform  process,  are  now  accepting  many  of  the  basics 
of  reform.  Private  property  is  pretty  much  now  an  accepted  ques- 
tion. It  is  an  argument  about  how  much  and  how  little. 

No  one  is  arguing  that  they  should  throw  away  the  current  con- 
stitution, which  was  very  controversial  a  year  and  a  half  ago.  They 
are  all  working  on  that  basis. 

I  think  that  the  most  dangerous  thing,  quite  honestly,  that  could 
occur  will  be  for  the  outside  world  to  write  Russia  off.  To  abandon 
it.  To  give  it  a  sense  that  it  should  go  back  in  some  sense  to  self 
isolation  or  the  belief  that  it  can  only  pursue  its  legitimate  inter- 
ests and  general  interest  in  a  constructive  way  by  becoming  an- 
other Sparta. 

Mr.  Hastings.  I  ask  the  chair  for  unanimous  consent  to  proceed 
for  1  minute. 
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Chairman  Oilman.  No  objection. 

Mr.  Hastings.  I  thank  the  chairman. 

I  wanted  to  address  Mr.  Dine  and  offer  a  suggestion  and  that  is 
that  there  is  a  significant  number  of  experts  and  I  really  do  mean 
that  in  the  true  sense  of  the  word,  in  the  U.S.  Congress,  meaning 
the  House  and  the  Senate,  in  the  area  of  commercial  law. 

I  am  not  one  of  them,  but  there  are  also  a  number  of  former 
judges  and  legal  scholars  that  are  in  the  Congress.  It  would  be 
helpful  if  they  were  urged  to  visit  and  participate  in  some  of  the 
activities,  particularly  in  commercial  law  reform  and  some  of  the 
setups  of  some  of  the  systems. 

It  might  help  in  better  understanding  if  we  could  get  some  people 
on  the  ground  to  see  and  hear  some  of  these  things  and  to  offer 
suggestions  in  that  regard  and  their  policymaker  point  of  views 
might  change. 

My  final  thing,  also  in  the  area  of  a  suggestion,  I  recently  visited 
Turkey  and  I  came  away  very  much  concerned  about  the  pipeline 
ongoing  and  whether  or  not  it  is  going  to  go  down,  but  more  impor- 
tant, I  left  there  with  a  sense  and  I  recognize  with  a  superficial 
visit  that  very  occasionally  the  leaders  with  whom  you  speak  will 
whine  about  not  receiving  enough  input  and  that  area  of  the  world 
I  believe  are  commonplace  in  a  sense. 

But  I  left  there  feeling  that  we  do  not  devote  enough  time  in  con- 
sulting with  the  Turkish  and  I  would  like  that  offered  for  the 
record.  Thank  you,  Mr.  Chairman. 

Mr.  Bereuter.  The  Chairman  from  New  York,  Chairman  Gil- 
man. 

Chairman  GiLMAN.  Thank  you,  Mr.  Chairman.  I  want  to  thank 
you  for  conducting  the  hearing.  We  have  had  a  number  of  delega- 
tions we  had  to  meet  with  in  the  anteroom  during  the  course  of  our 
panelists  testimony. 

Can  I  ask  the  entire  panel,  what  is  the  status  of  proposed  sale 
of  Russian  light  water  reactors  to  Iran  and  what  further  can  we  do 
to  persuade  Russia  to  halt  that  sale  and  what  kind  of  relationship 
are  Russia  and  Iran  building? 

Are  they,  in  fact,  seeking  to  use  a  partnership  with  each  other 
to  control  the  countries  of  tne  Caucausus  in  central  Asia  which  lie 
between  them?  What  is  the  status  of  Russian  conventional  armed 
sales  to  Iran? 

I  will  welcome  any  one  of  our  panelists  responding.  Ambassador- 
designate  Collins. 

Ambassador-designate  Collins.  Yes,  Mr.  Chairman.  Let  me  try 
to  respond  to  those  questions.  First,  with  respect  to  the  light  water 
reactor  contract,  as  you  know,  we  have  strongly  opposed  this  con- 
tract and  this  sale. 

It  has  been  a  subject  of  high  level  discussion,  including  between 
President  Clinton  and  President  Yeltsin.  We  have  assurances  from 
President  Yeltsin  and  we  believe  that  this  is  the  state  of  affairs: 
that  Russia  has  abandoned  any  efforts  to  sell  certain  kinds  of  tech- 
nology which  was  considered  to  be  extremely  dangerous,  such  as 
gas  centrifuge  enrichment  technology. 

What  Mr.  Yeltsin  promised  would  be  included  in  a  broader  cat- 
egory of  things  of  military  significance.  What  we  have  been  doing 
for  some  time  in  addition  to  explaining  why  we  continue  to  believe 
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that  this  sale  is  not  in  Russia's  security  interest,  is  also  trying  to 
elicit  from  them  what  they  include  in  those  categories  of  military 
significance  and  to  urge  that  the  minimum  be  done  and  that  this 
sale  not  present  issues  of  true  proliferation  and  concern. 

We  have,  at  the  same  time,  continued  to  make  it  clear  and  con- 
tinued to  talk  at  the  level  of  Vice  President  Gore  and  Prime  Min- 
ister Chernomyrdin  in  particular,  to  try  to  dissuade  them  from  pur- 
suing this  sale.  So  far  we  have  not  succeeded  in  having  them  aban- 
don that  sale. 

With  respect  to  conventional  arms  sales,  in  May  of  this  year,  we 
concluded  discussions  with  the  Russians  following  up  on  President 
Yeltsin's  promise  to  us  in  September  1994,  that  there  would  be  no 
new  sales  and  no  new  contracts  for  arms  deliveries  to  Iran. 

We  have,  I  think,  satisfied  ourselves  at  this  time  that  we  now 
understand  exactly  what  is  meant  by  that  and  that  the  Russians 
and  we  both  agree  that  there  will  be  no  new  sales  and  no  new  con- 
tracts and  what  is  involved  in  that  commitment. 

We  further  satisfied  ourselves  that  things  that  were  under  exist- 
ing contracts  that  would  be  delivered  would  not  be  militarily  sig- 
nificant within  the  meanings  of  our  laws.  That  there  would  be 
nothing  beyond  those  contracts  that  would  involve  new  sales. 

Therefore,  I  think  we  consider  it  a  success  that  we  have  gained 
a  commitment  from  the  Russian  Federation  not  to  pursue  an  ex- 
panding arms  relationship  with  Iran  and  indeed  to  terminate  any 
efforts  to  arrange  new  sales  or  contracts. 

You  had  one  other  question.  I  am  sorry. 

Chairman  Oilman.  The  conventional  arms  sales. 

Ambassador-designate  Collins.  I  am  talking  about  conventional 
arms  sales. 

Chairman  Oilman.  What  kind  of  relationship  are  Russia  and 
Iran  building? 

Ambassador-designate  Collins.  Well,  I  think  that  is  a  more  dif- 
ficult and  hypothetical  question.  It  is  clear  that  they  have  devel- 
oped an  expanding  relationship  over  the  past  2  or  3  years. 

They,  however,  have  circumscribed  it  in  some  of  the  areas  I  have 
mentioned.  They  are  pursuing  commercial  contracts  and  commer- 
cial sales. 

Certainly  in  the  travels  that  I  have  done  in  central  Asia  and  in 
the  Caucausus  there  is  concern  about  what  this  relationship  bodes 
for  that  part  of  the  world.  There  are  plenty  of  those  who  will  indi- 
cate suspicion  that  there  is  an  effort  somehow  to  create  an  encircle- 
ment. 

It  is  for  that  reason  in  a  way  that  it  is  one  of  the  really  impor- 
tant points  I  find  in  my  talks  with  leaders  from  that  part  of  the 
world,  that  they  see  the  opening  that  we  are  providing  to  a  third 
alternative,  if  you  will,  through  relationships  bilaterally  and  with 
European  institutions. 

That  all  of  them  are  extremely  interested  in  pursuing  such 
things  as  partnership  for  peace,  different  kinds  of  contacts  with  the 
European  union  with  ourselves. 

Those  things  to  me  have  provided  an  entree  and  an  anchor  for 
each  of  these  countries,  that  they  are  now  increasingly  sajdng  to 
us  are  a  very  important  part  of  their  security. 

Chairman  Oilman.  Thank  you,  Ambassador-designate  Collins. 
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Any  other  panelist  want  to  comment  on  that  question?  If  not,  I 
would  like  to  ask,  what  actions  have  been  taken  to  encourage  the 
growth  of  genuine  pro-democratic  political  parties,  labor  unions, 
civic  associations?  Are  there  any  budgetary  programs  that  exist  for 
these  purposes? 

Mr.  Dn^.  Mr.  Chairman. 

Chairman  Oilman.  Mr.  Dine. 

Mr.  Dine.  We  have,  over  the  years,  been  working  with  the  Duma, 
the  Parliament,  in  a  variety  of  ways  in  order  to  strengthen  the  in- 
ternal mechanisms  of  that  functioning  body  and  to  make  sure  it  is 
functioning  well. 

We  have  worked  with  committees,  with  factions,  with  ways  of 
communication  and  that  has  been  fairly  successful.  There  is  a  Con- 
gressional Research  Service  program  in  which  internal  mechanics 
of  running  a  committee  and  four  operations,  communication  sys- 
tems, has  also  been  in  effect. 

In  Ukraine,  there  is  an  Indiana  University  U.S./Ukraine  founda- 
tion parliamentary  development  program.  That  is  in  its  third  year 
and  we  are  looking  forward  to  a  good  impact  there. 

On  political  parties,  both  the  National  Democratic  Institute,  as 
well  as  the  International  Republican  Institute  have  been  working 
with  a  variety  of  political  parties,  up  to  about  a  dozen  of  them,  to 
strengthen  the  institution  of  a  party,  which  has  been,  obviously,  ex- 
cept for  the  Communist  party,  non-recognizable  in  Russia  and 
other  NIS  countries. 

Chairman  Oilman.  Are  the  prospects  for  the  growth  of  these  par- 
ties sound?  Are  we  optimistic? 

Mr.  Dine.  That  is  a  good  question.  We  know  of  at  least  five  that 
will  probably  do  well  enough  in  the  representational  part  of  the 
Duma  election  to  get  representation  in  the  Duma. 

But  you  know  we  have  had  a  self-imposed  rule.  Ambassador 
Pickering  has  said  that  there  will  be  no  work  with  political  parties 
50  days  before  an  election.  So,  we  have  stopped,  but  that  is  just  to 
make  sure  that  we  take  an  observatory  role. 

But  we  have  been  working  with  political  parties  and  how  to  run 
a  slate.  Particularly  I  want  to  go  back  to  Ambassador-designate 
Collins'  point. 

We  are  out  of  Moscow  and  into  the  grassroots,  helping  to  build 
the  political  structures  there  at  the  oblast  level,  as  well  as  the  mu- 
nicipality level. 

We  are  trying  to  make  sure  that  candidates  are  trained  to  run 
on  issues,  not  just  on  the  cult  of  personality.  That  has  been  very 
important. 

Ambassador-designate  COLLINS.  Mr.  Oilman,  could  I  just  make 
one  brief  comment  on  that?  We  just  visited  Moldova  and  we  had 
the  opportunity  to  sit  down  with  the  members  of  their  foreign  rela- 
tions committee  in  their  parliament. 

It  was  particularly  interesting  to  me,  SV2  years  or  so  after  inde- 
pendence, to  watch  a  series  of  people  get  into  a  debate  in  front  of 
us,  which  was,  in  fact,  a  multi-party  debate  over  the  issue  of  land 
reform. 

My  sense  is  that  in  a  country,  including  like  Moldova,  these  pro- 
grams are  helping  and  they  are  indeed  having  an  effect  and  they 
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are  looking  to  the  kinds  of  structures  that  we  can  suggest  and  rep- 
resent for  a  future  way  of  deciding  their  political  system. 

Chairman  Oilman.  Thank  you.  That  is  encouraging  to  hear  that 
and  I  hope  we  will  concentrate  on  these  democratic  building  pro- 
grams among  the  labor  political  parties  and  association. 

Mr.  Dine.  If  I  could  take  it  one  more  step. 

Chairman  Oilman.  Yes. 

Mr.  Dine.  Just  to  add  to  your  enthusiasm.  We  are  working  in  all 
of  these  countries  at  the  grassroots  to  help  build  a  civic  society, 
non-governmental  organizations,  strengthening  associations  of  var- 
ious kinds,  and  to  have  an  impact  on  governmental  decisions,  on 
political  decisions  so  that  the  idea  of  democracy  spreads  beyond 
naving  an  election,  spreads  beyond  just  having  a  multi-party  sys- 
tem, but  in  fact  an  individual  can  have  an  effect  on  one's  own  soci- 
ety. 

Chairman  Oilman.  That  is  encouraging  to  hear  that.  Just  one 
last  question.  I  know  I  have  exceeded  my  time,  Mr.  Chairman. 

With  regard  to  Russian  armed  sales  to  Communist  China,  how 
concerned  should  we  be  with  the  sale  of  the  new  military  tech- 
nology being  furnished  to  the  Chinese  by  the  Russians? 

Are  Russian  arms  and  military  technology  sales  a  significant  fac- 
tor in  helping  China  build  a  longer  range  military  force  projection 
capability?  Ambassador-designate  Collins. 

Ambassador-designate  Collins.  Mr.  Chairman,  I,  if  you  will  per- 
mit me,  would  like  to  take  that  question  and  get  back  to  you  in 
writing.  I  frankly  am  just  not  an  authority  on  China,  but  I  would 
like  to  consult  my  colleagues  and  give  you  a  written  reply. 

Chairman  Oilman.  We  would  welcome  your  response.  We  will 
make  it  part  of  the  record  at  this  point. 

Ambassador-designate  Collins.  Thank  you. 

[Mr.  Collins'  response  to  Mr.  Oilman  appears  in  the  appendix.} 

Chairman  Oilman.  Thank  you,  Mr.  Chairman. 

Mr.  Bereuter.  Thank  you. 

Chairman  Oilman.  Mr.  Chairman,  before  I  have  to  run  to  an- 
other meeting,  I  want  to  thank  our  panelists  for  being  with  us 
today  and  it  is  good  having  your  expert  opinion  as  we  look  forward 
to  where  we  should  be  going  with  the  Newly  Independent  States. 
Thank  you,  Mr,  Chairman. 

Mr.  Dine,  Thank  you,  Mr.  Chairman. 

Mr.  Bereuter.  Next  we  will  call  on  the  delegate  from  the  Virgin 
Islands,  Mr.  Frazer,  for  his  questions. 

Mr.  Frazer.  Mr.  Chairman,  Mr.  Dine,  Mr.  Momingstar,  to  his 
apparent  consternation,  Mr.  Rohrabacher  just  could  not  reconcile 
us  giving  aid  to  the  Russians  on  one  hand  and  saying  that  we  are 
supporting  the  dismantlement  of  old  technology,  while  giving  aid  to 
an  institution  which  in  his  opinion  is  being  used  to  promote  a  new 
generation  of  missiles. 

As  it  relates  to  START,  it  seems  as  though  it  has  been  moved 
from  center  stage.  Is  that  because  it  has  been  left  to  the  next  par- 
liament or  in  your  opinion,  does  Duma  believe  that  it  disadvan- 
tages the  Russians  to  have  them  ratify  START  at  this  moment? 

Also,  in  light  of  that,  if  the  United  States  were  to  deploy  new 
antiballistic  missile  systems,  do  you  believe  that  the  Russians 
would  refuse  to  ratify  START? 
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Ambassador-designate  Collins,  Mr.  Prazer,  with  respect  to  the 
START  treaty,  President  Yeltsin  has  assured  us  that  he  is  going 
to  push  for  the  ratification  of  START. 

We  beheve  that  the  START  treaty,  first  of  all,  is  certainly  not  off 
center  stage  and  not  off  the  agenda.  We  would  hope  for  the  earliest 
ratification  by  our  own  Senate  and  for  early  action  by  the  state 
Duma. 

It  is  certainly  true  that  there  is  an  election  coming  up,  but  we 
are  pressing  to  have  START  acted  on  as  soon  as  possible  by  the 
Russian  Duma.  No  one  has  said  that  it  is  impossible  to  have  that 
done  before  the  end  of  the  year,  with  any  assurance  that  we  are 
prepared  to  accept. 

With  respect  to  new  missile  systems  and  so  forth,  it  is  certainly 
our  sense  that  both  the  Russian  authorities  and  the  United  States 
understand  fully  the  terms  of  the  START  II  treaty  and  that  if 
things  are  done  within  that,  both  sides  will  expect  that  to  be  the 
case. 

The  only  concern  that  we  have  heard  in  particular  fi*om  the  Rus- 
sian side  is  about  whether  or  not  the  United  States  is  going  to  ab- 
rogate the  ABM  treaty. 

They  have  received  assurance  from  our  government  that  that  will 
not  occur  and  we  continue  to  provide  that  assurance. 

Mr.  Frazer.  The  Ukraine  is  the  fourth  largest  recipient  of  U.S. 
assistance  and  here  we  are  today  under  the  threat  of  the  govern- 
ment being  shut  down  because  we  are  kind  of  running  out  of 
money. 

Foreign  operations  appropriation  bill  for  fiscal  year  1996  ear- 
marks $225  million  for  Ukraine.  The  language  in  the  foreign  oper- 
ations bill  states  that  the  funds  for  Ukraine  are  provided  with  "the 
understanding  that  Ukraine  would  undertake  significant  economic 
reforms,  which  are  additional  to  those  undertaken  in  previous 
years." 

This  is  very  familiar  language,  because  it  is  almost  the  exact  lan- 
guage that  was  used  for  the  assistance  to  Egypt.  I  have  not  seen 
any  evidence  of  any  economic  reforms  in  Egypt. 

Do  you  believe  that  the  American  people  believe  that  its  assist- 
ance to  Ukraine,  somewhat  like  the  assistance  to  Egypt,  is  in  their 
better  interest? 

Mr.  Dine.  I  can  begin  to  respond  to  that,  although  I  am  certainly 
not  an  expert  on  Egypt,  but  I  can  talk  a  little  bit  about  Ukraine. 

First  of  all,  since  the  advent  of  President  Kuchma  to  the  presi- 
dency of  Ukraine,  there  have  been  some  significant  changes.  They 
have  done  well  in  the  last  year  on  the  macroeconomic  side,  from 
the  standpoint  of  reducing  inflation,  stabilizing  their  currency,  re- 
ducing the  percentage  of  their  budget  deficit  and  other  steps  that 
have  helped  from  the  standpoint  of  reform. 

I  do  think  that  the  one  key  issue  that  we  have  to  look  at  and 
what  that  language  can  actually  be  helpful  with  respect  to  our 
looking  at,  is  the  whole  issue  of  privatization  as  it  unfolds  over  the 
coming  year. 

That  is  the  one  area  where  they  have  been  particularly  slow. 
They  have  done  OK  with  respect  to  small  scale  privatization,  not 
well  at  all  with  respect  to  large  privatization. 
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That  is  something  that  we  are  watching  very  closely  and  in  fact, 
when  Prime  Minister  Marchuk  was  here  and  various  other  mem- 
bers of  the  Ukrainian  cabinet  were  here  a  few  weeks  ago,  we  took 
them  to  task  with  respect  to  that  issue  very  strongly. 

Mr.  Frazer.  Mr.  Dine,  in  light  of  the  fact  that  this  money  is  ear- 
marked and  as  Mr.  Momingstar  said,  the  Ukrainians  have  been 
slow  in  some  reforms  that  we  have  expected,  if  they  know  the 
money  is  earmarked  and  it  is  coming,  what  is  the  incentive  to  do 
anything? 

Mr.  Dine.  That  is  a  good  question.  As  Mr.  Momingstar  indicated, 
we  have  been  communicating  as  closely  as  possible  with  the  leader- 
ship of  Ukraine  about  the  slowness  of  the  privatization.  We  share 
your  concern. 

We  have  to  continue  to  tell  them  that  we  are  their  supporters. 
We  are  their  friends.  We  want  to  help  them  reach  their  targets,  be- 
cause we  want  to  help  them  make  a  prosperous  Ukraine  and  that 
prosperous  Ukraine  would  be  an  independent  Ukraine  from  Russia. 
That  is  a  geopolitical  priority  of  ours. 

But  we  have  also  said  to  them,  if  we  cannot  see  progress,  we  will 
not  obligate  moneys.  We  have  been  very  direct  with  them. 

Mr.  F^RAZER.  Do  they  believe  us? 

Mr.  Dine.  I  do  not  know.  Mr.  Momingstar  and  I  are  prepared  to 
go  to  Ukraine  after  Thanksgiving,  if  there  is  a  functioning  govern- 
ment in  the  United  States,  and  we  look  forward  to  doing  that. 

But  that  is  our  mission,  because  as  Mr.  Momingstar  said,  the 
prime  minister  was  here  recently.  We  had  this  blunt  conversation 
with  him. 

We  had  this  blunt  conversation  with  the  head  of  privatization, 
the  head  of  economic  reform,  Mr.  Schpeck  and  we  are  going  to  fol- 
low up  on  those  conversations.  We  are  dead  serious. 

Mr.  MORNINGSTAR.  If  the  privatization  program,  we  of  course 
hope  that  it  will  work  and  that  they  assure  us  that  it  will  work, 
but  if  the  slowness  with  respect  to  privatization  continues,  we  will 
drastically  reduce  our  privatization  program  that  we  have  set  up 
there  and  the  language  that  is  part  of  the  earmark  is  going  to  pro- 
vide an  interesting  test,  because  we  may  then  end  up  going  back 
to  the  appropriate  committees,  if  this  were  to  happen  and  say,  they 
have  not  met  the  test  and  therefore  we  are  not  going  to  obligate 
the  whole  $225  million,  if  that  were  to  happen. 

Mr.  Dene.  I  am  familiar  with  the  Egypt  language  and  I  have 
seen  it  over  the  years.  But  having  said  that,  you  raised  the  fun- 
damental point  that  earmarks  can  be  counterproductive. 

That  is  why  this  Administration  opposes  these  earmarks.  It  re- 
duces flexibility.  It  does  not  give  us  an  opportunity  to  really  deal 
with  the  serious  problems. 

None  of  this  is  easy.  We  have  all  admitted  that  this  morning  and 
all  of  the  questions  indicate  you  understand  that.  So,  we  are  look- 
ing forward  to  more  reform  in  Ukraine.  They  have  done  a  certain 
amount  in  energy  de-monopolization  and  in  reducing  housing  sub- 
sidies. 

The  IMF  is  sticking  with  them.  The  IMF,  which  is  key  here,  has 
said  that  they  are  on  track,  but  in  this  particular  area  that  you 
have  pointed  out,  mass  privatization,  we  are  all  concerned. 


32 

Mr.  Bereuter.  The  time  of  the  gentleman  has  expired.  The 
Chair  will  recognize  himself  in  order  now. 

I  would  just  observe  that  earmarks  fence  off  funds  to  be  spent 
for  a  specific  purpose,  but  it  does  not  mean  that  the  money  has  to 
be  spent.  So,  you  still  do  have  leverage. 

Ambassador-designate  Collins,  because  of  Russian  pressure, 
NATO  has  entered  into  negotiations  to  amend  or  reinterpret  the 
CFE  treaty  with  Russia,  intended  to  allow  it  to  place  more  conven- 
tional weaponry  in  military  districts  located  near  the  independent 
Baltic  states  and  the  independent  Caucausus  states,  more  than  it 
is  now  legally  allowed  to  do  so  under  the  CFE  treaty. 

I  want  to  focus  on  the  Baltic  only.  My  first  question  is,  what  is 
the  threat  to  Russia  that  causes  it  to  think  that  they  have  to  have 
more  weapons  and  personnel  on  the  border  of  the  Baltics?  Is  it  a 
threat  from  Finland?  Is  it  a  threat  from  Sweden?  From  Estonia? 
From  Latvia?  From  Lithuania?  Where  is  the  intense  threat  that 
causes  them  to  put  more  troops  in  that  area? 

Is  Russian  basing  in  the  Baltic  not  in  reality  an  effort  to  intimi- 
date those  Baltic  republics?  I  raise  one  issue  with  you  as  an  exam- 
ple. When  I  was  in  Vilnius  in  April,  the  day  before  I  visited 
Vilnius,  Russian  helicopters  buzzed  the  parliament  building  and 
flew  over  the  second  largest  city  in  Lithuania  in  direct  violation 
from  the  route  from  the  Vilinograd  sector  to  Russia,  intentionally 
trying  to  send  a  message,  it  is  clear,  to  the  Lithuanian  people. 

Buzzed  it,  I  might  say,  at  the  height  of  about  200  meters.  So, 
why  are  we  proceeding  and  providing  an  opportunity  to  place  more 
troops  and  personnel  and  weaponry  in  the  Baltic  military  district? 

Ambassador-designate  Collins,  Well,  I  think  the  first  thing  I 
have  to  say  is  that  the  United  States  is  not  in  a  position  when  it 
comes  to  the  CFE  treaty,  which  is  the  one  to  which  you  refer,  to 
make  any  commitments. 

This  is  a  multilateral  treaty.  It  has  some  30  signatories.  What- 
ever arrangements  are  ultimately  possible  in  what  are  the  so-called 
flag  areas,  are  going  to  have  to  be  arrangements  agreeable  to  all 
signatories  of  the  treaty  or  it  simply  will  not  be  brought  into  effect. 

Mr.  Bereuter.  That  is  correct.  Ambassador-designate  Collins. 
The  United  States  is  a  party  to  that  treaty.  What  I  am  sending  to 
you  is  a  message  to  the  Administration  that  you  have  many  people 
on  Capitol  Hill  that  are  very  concerned  about  the  additional 
redispositioning  of  weaponry  in  that  area. 

Ambassador-designate  Collins.  No,  sir.  We  understand  that.  We 
have  come  to  no  agreements  at  this  point.  We  have  a  proposal  that 
was  put  forth  to  the  Russian  side  by  NATO.  We  are  talking  with 
the  Russians  about  how  they  might  implement  that  proposal. 

It  has  to  do  with  a  shift  in  the  map  and  in  a  series  of  compen- 
satory or  transparency  measures  that  would  provide  assurances 
that  other  members  of  the  alliance,  as  well  as  ourselves,  would  like 
to  see  in  place. 

If  I  could  only  say  one  point.  Certainly  no  one  is  looking  to  create 
a  condition  in  which  the  CFE  treaty  somehow  through  any  revision 
makes  people  feel  less  secure  in  Europe.  That  is  precisely  the  oppo- 
site intent  of  any  negotiation  and  any  discussion. 


33 

Mr.  Bereuter.  Ambassador-designate  Collins,  I  would  urge  you 
and  the  Administration  to  be  very  cautious  about  agreements  in 
this  area.  I  do  not  speak  only  for  myself  in  this  respect. 

I  would  like  to  move  now,  Dr.  Smith,  to  the  subject  of  chemical 
weapons.  The  Russian  government  has  announced  its  decision  to 
destroy  its 'entire  40,000  metric  ton  chemical  weapons  stockpile  in 
a  three-stage  process  by  the  year  2005  at  an  estimated  cost  of  $3.6 
billion. 

First  of  all.  Dr.  Smith,  how  realistic  is  the  Russian  outline  for  de- 
struction of  its  chemical  weapons  arsenal? 

Dr.  Smith.  Under  the  Nunn-Lugar  program,  Mr.  Chairman,  we 
have  the  ability  to  work  with  them  side  by  side  to  evaluate  the  de- 
struction process  that  they  have  proposed. 

We  have  finished  the  initial  phase  in  which  we  are  applying  their 
technology  to  our  remaining  stocks  of  chemical  weapons  and  we 
have  found  that  their  process  is  extremely  good. 

To  be  somewhat  technical  it  is  six  nines  pure.  That  is  one  part 
in  a  million  when  they  are  through.  The  waste  from  that  process 
is  not  nearly  as  onerous  as  we  thought  it  might  be. 

The  next  phase  is  to  move  to  the  Saratov  Institute  in  Russia 
where  again  American  experts  will  be  working  with  Russian  col- 
leagues to  apply  that  same  technology  to  the  real  Russian  agents. 

Assuming  success  there,  and  I  think  there  is  every  reason  to  as- 
sume success,  we  will  then  be  embarked  on  building  what  I  will 
call  a  production  plant.  It  is  actually  a  destruction  plant,  in 
Shchuch'ye  which  is  a  site  where  they  store  a  large  amount  of 
chemical  weapons.  It  is  in  the  southern  Urals. 

Both  I  and  General  Lajoie  have  visited  this  site  and  the  Russians 
assure  us  they  have  now  actually  picked  the  particular  location.  We 
have  the  Bechtel  Company  under  contract  to  begin  to  develop  the 
plans  with  the  Russians  to  carry  that  out. 

Mr.  Bereuter.  Dr.  Smith,  I  appreciate  your  comment,  but  I  real- 
ly want  to  get  to  a  couple  of  questions.  I  wanted  to  know  how  real- 
istic it  was  and  I  wanted  to  point  out  to  you  that  the  GAO,  in  mak- 
ing an  assessment  of  the  Nunn-Lugar  planning  for  this  project, 
suggests  that  it  is  very  optimistic  to  suggest  that  they  will  be  able 
to  complete  this  three-stage  process  by  the  year  2005. 

So  they  stand  in  contrast  to  apparently  Defense's  conclusion  that 
this  is  realistic.  Do  you  have  any  comments  about  the  GAO  find- 
ing? 

Dr.  Smith.  We  agree  with  the  GAO  that  our  plan  is  optimistic. 
That  does  not  mean  that  it  is  wrong.  It  is  simply  that  it  is  success- 
oriented. 

Mr.  Bereuter.  Thank  you. 

Mr.  Dine,  I  wanted  to  mention  one  thing  that  is  near  and  dear 
to  my  heart.  It  is  the  farmer-to-farmer  program,  of  which  I  am  the 
father,  I  guess  it  is  fair  to  say,  with  a  lot  of  help  from  my  col- 
leagues. 

Lately  I  have  understood  that  either  within  AID  or  among  the 
contractor  community,  I  am  not  sure  which,  potentially  both,  there 
is  the  view  that  some  of  those  funds  ought  to  be  used  to  bring  peo- 
ple to  this  country.  Russians  for  example  or  other  countries  of  the 
former  Soviet  Union  to  this  country. 
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That  program,  which  is  a  relatively  small  amount  of  money,  one- 
tenth  and  then  later  two-tenths  of  1  percent  of  the  PL-480  pro- 
gram, specifically  to  be  used  to  send  farmers,  agribusiness  people, 
faculty  at  land  grant  institutions,  current  and  retired  to  the  former 
Soviet  Union,  to  developed  countries  around  the  world  and  not  to 
be  an  exchange  program,  bringing  people  to  this  country. 

All  we  pay  for  is  their  airfare.  So,  the  costs  of  implementing  the 
program  have  been  very  small,  minor  administrative  costs. 

I  just  wanted  you  to  know  that  I  will  do  everything  in  my  power 
to  keep  this  from  becoming  a  reverse  program.  This  was  meant  to 
send  Americans  abroad  as  volunteers  to  be  of  assistance. 

I  wanted  to  tell  you  straightforward  that  that  is  in  a  paternalis- 
tic fashion,  that  is  very  much  contrary  to  the  intent  of  Congress 
and  this  Member. 

Mr.  Dine.  I  appreciate  your  comments.  They  are  noted  and  ev- 
erywhere I  go  in  my  travels  in  both  the  former  Soviet  Union  and 
in  central  eastern  Europe,  I  see  those  volunteers. 

Mr.  Bereuter.  More  money  has  been  spent  in  Russia,  by  far, 
than  in  all  the  countries  combined.  So,  we  are  concerned  about 
keeping  a  balance  between  the  developing  countries  and  the  former 
Warsaw  Pact  countries.  My  time  has  expired.  I  call  now  on  the  gen- 
tleman from  New  Jersey,  Mr.  Menendez.  Thank  you. 

Mr.  Menendez.  Thank  you,  Mr.  Chairman.  Good  afternoon. 

I  have  heard  what  you  have  said.  I  have  read  your  testimony 
while  I  have  been  sitting  here  as  well.  I  understand  what  you  are 
trying  to  accomplish  and  I  have  been  a  supporter  of  the  Freedom 
Support  Act. 

But,  I  have  some  real  problems  when  we  see  Russia  announcing 
that  it  will  seek  to  raise  more  than  $300  million  of  $750  million 
needed  to  finish  the  nuclear  power  plant  in  Juragua,  Cuba. 

I  do  not  understand  how  Russia,  which  has  received  $6.6  billion 
from  the  United  States  since  1991,  is  going  to  receive  as  I  under- 
stand it  $641  million  in  fiscal  year  1996,  can  afford  to  provide  such 
credits  to  Cuba,  a  very  high  credit  risk,  when  Russia  itself  requires 
significant  debt  restructuring,  requires  significant  assistance  from 
the  United  States  and  other  members  of  the  Paris  Club,  to,  in  es- 
sence, defer  its  debt. 

How  is  it  that  we  tell  the  American  people  that  Russia  merits 
this  support,  notwithstanding  what  you  have  said  here  today  and 
which  I  have  supported.  But,  it  becomes  increasingly  difficult  to 
understand  that  support  is  merited  when  Russia  does  something 
like  this. 

I  do  not  understand  how  they  can  afford  to  do  it. 

Ambassador-designate  Collins.  I  guess  what  I  would  like  to  do 
is  simply  give  you  our  understanding  of  where  things  stand  on  this 
reactor.  This  plant  was  started  in  1983. 

Mr.  Menendez.  I  know  the  history  of  the  plant.  I  know  it  very 
well.  The  question  is,  how  do  we  justify  giving  billions  of  American 
dollars  over  the  course  of  the  last  several  years  and  having  Russia 
spend  $300  million  in  finishing  a  nuclear  power  plant  for  which  we 
ourselves  as  a  government  have  serious  concerns  about  in  terms  of 
its  efficiency  and  its  safety  at  90  miles  away  from  the  United 
States? 


35 

Ambassador-designate  Collesis.  Well,  sir,  as  you  know,  we  op- 
pose the  completion  of  that  reactor.  Second,  we  are  not  aware  of 
any  new  funding  beyond  $30  million  that  was  extended  in  1993  to 
mothball  that  plant. 

That  has,  at  this  point,  been  acquired  or  otherwise  made  avail- 
able to  proceed  with  that  project. 

Mr.  Menendez.  I  understand  that  the  moneys  have  not  been  re- 
ceived yet,  but  on  October  16  Reuters  carries  the  news  and  there 
are  many  others,  I  think  even  the  Cuban  government  acknowledges 
and  the  Russian  government  acknowledges,  that  they  have  entered 
into  an  agreement  to  raise  more  than  $300  million  to  finish  and 
put  this  plant  on  line. 

I  do  not  know  what  we  are  doing  to  make  it  very  clear  to  them 
that,  in  fact,  we  cannot  continue  to  be  supportive  in  that  way. 

Ambassador-designate  Collins.  Well,  we  have  been  very  clear 
with  them  that  we  oppose  this  project. 

Mr.  Menendez,  But,  they  are  going  ahead. 

Ambassador-designate  Collins.  Well,  we  understand  that  they 
are  trying  to  raise  money.  We  have  had  information  that  since 
1992  they  have  been  trying  to  raise  this  kind  of  funds  and  have 
not,  up  to  now,  succeeded  in  doing  so. 

Mr.  Menendez.  Let  me  move  to  another  thing,  again  with  Cuba. 
In  another  protocol  and  these  are  from  recent  visits  in  October  of 
some  of  the  Russian  vice  ministers  of  the  council  of  state. 

Cuba  will  supply  Russia  with  1.5  million  tons  of  sugar  in  1996 
and  receive  in  return  4.5  million  tons  of  oil.  Now,  I  have  always 
been  told  by  the  state  department  that,  in  fact,  all  exchanges  with 
Cuba  are  at  market  rates. 

Is  that  what  the  going  rate  is,  1.5  million  tons  of  sugar  for  4.5 
million  tons  of  oil? 

Ambassador-designate  Collins.  I  would  have  to  check  on  the  fig- 
ures that  we  have  in  terms  of  what  was  there.  What  we  have  been 
assured  is  that  there  is  no  credit  or  subsidy  involved  in  this.  That 
it  is  on  a  commercial  basis. 

Therefore,  I  cannot  give  you  the  answer  in  the  sense  that  I  do 
not  know  what  the  actual  agreement  was,  but  I  will  try  to  provide 
that. 

Mr.  Menendez,  Well,  I  have  a  sweet  tooth,  but  I  do  not  believe 
1.5  million  tons  of  sugar  equals  4,5  million  tons  of  oil  and  if  that 
is  not  a  subsidy,  I  do  not  know  what  is  a  subsidy. 

Ambassador-designate  Collins.  I  am  only  suggesting  that  that  is 
not  necessarily  the  information  that  we  have  about  what  is 

Mr,  Menendez,  I  would  like  you  to  get  back  to  the  committee 
with  that  information, 

[At  time  of  printing,  the  information  had  not  been  supplied  by 
Ambassador-designate  Collins,] 

Mr,  Menendez.  Last,  let  me  move  to  a  report  by  Itar-Tass,  the 
issue  of  a  joint  Russian/Cuban  cooperation  in  the  military  sphere, 
which  according  to  one  Russian  official,  Moscow  intends  to  offer 
Havana  a  draft  agreement  on  setting  up  joint  enterprises  in  the 
military  sphere  here  in  the  hemisphere. 

Now  again,  we  are  spending  money  for  a  country  that  is  subsidiz- 
ing, in  my  view,  unless  you  show  me  differently,  subsidizing  their 
economy  in  terms  of  a  barter  exchange  that  simply  cannot  be  on 
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basic  economic  terms,  you  do  not  need  to  be  a  rocket  scientist  to 
figure  that  out.  That  initiative  is  going  ahead  and  providing  mon- 
eys for  a  nuclear  power  plant  that  the  GAO  report  says  is  in  real 
jeopardy,  if  it  were  to  be  built  and  operated  for  the  United  States 
and  that  could  pose  risks  as  far  north  as  the  capitol  and  as  far  west 
as  Texas. 

Then  Russia  goes  into  a  military  operation  with  the  Cubans.  I  do 
not  understand  with  all  of  the  significant  influence  in  terms  of  our 
money,  which  is  a  legitimate,  peaceful  tool  of  diplomacy,  how  all  of 
those  things  can  be  taking  place,  if  we  are  at  the  table  making  this 
an  issue. 

I  do  not  believe  that  you  are  making  this  an  issue.  It  is  going 
to  go  so  far  down  the  line  of  priorities  and  your  other  concerns  will 
be  so  great  that  this  will  be  a  fait  accompli. 

I  think  this  will  provide  real  problems  for  us.  So,  I  would  seri- 
ously urge  you  to  look  at  this  before  we  have  to  respond  legisla- 
tively, as  we  have  in  some  instances  on  the  Juregua  nuclear  power 
plant. 

I  would  be  very  interested  in  hearing  back  from  you  through  the 
committee.  Thank  you,  Mr.  Chairman. 

Ambassador-designate  Collins.  Mr.  Menendez,  I  would  be 
pleased  to  provide  a  written  description  of  our  understanding  of  ex- 
actly what  the  economic  relationship  is  between  Russia  and  Cuba 
at  this  time. 

[The  answer  from  Ambassador-designate  Collins  can  be  found  in 
the  appendix.] 

Mr.  Bereuter.  Thank  you. 

The  other  gentleman  from  New  Jersey,  Dr.  Smith,  is  recognized 
for  5  minutes. 

Mr.  Smith  of  New  Jersey.  Thank  you  very  much,  Mr.  Chair- 
man. 

I  would  like  to  welcome  our  panel  and  thank  you  for  your  testi- 
mony and  for  your  answers  to  our  many  questions.  I  would  like  to 
echo  something  Mr.  Bereuter  said  earlier  about  the  redisposition  of 
weaponry  to  the  Baltics. 

I  remember  very  well  when,  as  a  member  of  the  Helsinki  Com- 
mission, in  February  1991,  a  delegation  of  us  were  in  Vilnius  when 
President  Landsbergis  was  literally  being  held  hostage  in  his  own 
parliament. 

Sand  bags  were  piled  up  very  high  around  the  parliament  and 
the  thought  was  that  one  parliamentary  delegation  after  another 
was  there  on  the  ground  with  him  that  might  mitigate  and  might 
deter  the  Russians  from  moving  on  his  parliament  and  taking  him 
hostage. 

As  we  see  the  pendulum  swinging  back  rather  decisively  toward 
Communist  regimes  and  I  think  dictatorships  is  not  a  stretch  of  the 
imagination,  it  raises  a  question  about  the  December  17  elections 
and  what  impact  that  might  have  on  our  foreign  policy. 

We  are  all  expecting,  based  on  early  predictions,  that  the  Com- 
munists will  score  a  rather  decisive  victory  in  the  Duma.  We  know 
that  Greneral  Lebed  is  leading  in  terms  of  the  elections  that  will  be 
held  in  the  middle  of  next  year. 

A  very  much  changed  leadership  in  Moscow  and  at  the  Krem- 
lin— and  let  me  just  say  and  this  will  be  part  of  the  question,  GAO 
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just  came  out  with  a  report  and  my  subcommittee  just  received  it. 
It  is  a  preliminary  report  about  the  amount  of  money  that  is  spent 
in  each  of  the  spigots  and  each  of  the  programs  and  points  out  that 
in  the  area  of  democracy,  we  have  spent  less  than  5V2  percent  of 
U.S.  aid  in  democracy  building. 

It  seems  to  me  if  there  was  ever  an  opportunity,  it  was  during 
that  interim  period  before  any  side  could  put  its  roots  down.  That 
had  to  be  first  and  foremost,  and  95  percent  of  the  aid  has  been 
spent  in  areas  other  than  democracy  building. 

When  you  factor  in  the  ten  billion  of  credits  and  other  types  of 
things,  the  percentage  drops  even  lower  in  terms  of  the  amount  of 
commitment  to  the  democracy  reform. 

Is  the  5  percent  adequate?  The  Communists  seemingly  have 
learned.  The  New  York  Times  did  a  g^eat  piece — not  great,  but  it 
is  a  sobering  piece:  "Russia's  Political  Miracle,  a  Communist  Come- 
back." 

It  reminds  me  of  that  movie  "Poltergeist"  where  they  said  "they 
are  back"  and  they  are  coming  back  with  a  vengeance.  Now  they 
have  the  pinstripe  suits  and  they  can  use  posters  and  market  re- 
search more  effectively  to  sell  their  wares. 

I  am  not  so  sure  that  the  spots  on  the  leopard  have  changed  all 
that  much,  other  than  in  presentation  to  their  people. 

So,  if  you  could  respond  to  the  GAO  report  about  the  5  percent — 
is  it  adequate?  Why  have  we  not  spent  more?  Second,  what  consid- 
erations are  being  contemplated  relative  to  U.S.  policy  should  the 
Duma  go  heavily  Communist  and  looking  forward  to  the  presi- 
dency? 

Ambassador-designate  Collins. 

Ambassador-designate  Collins.  Yes.  If  I  might  start  and  then  I 
would  like  to  allow  my  colleagues  to  comment  on  the  programs. 

First  of  all,  I  am  very  cautious  about  accepting  any  given  out- 
comes, based  on  the  polling  that  goes  on  in  Russia.  Second,  Ithink 
it  is  important  for  all  of  us  to  remember  that  the  Duma  election 
has  two  parts. 

It  has  a  party  list  part  and  it  has  a  part  which  is  by  single  mem- 
ber district  and  it  is  only  the  two,  each  half  of  the  Duma,  that 
make  up  the  ultimate  composition  of  that  body. 

It  is  not  clear  who  is  really  ahead  at  this  point,  to  be  quite  frank. 
It  seems  to  me  there  are  varying  views  about  who  will  do  what  in 
various  parts  of  the  election. 

I  think  we  simply  need  to  step  back  also  and  say,  perhaps  one 
of  the  great  successes  is  the  fact  that  this  election  is  taking  place. 
It  is  clearly  a  hard  fought,  multi-party,  multi-candidate  election  all 
across  the  Russian  Federation. 

Now  that,  frankly  it  seems  to  me,  after  a  space  of  a  little  less 
than  4  years,  is  an  extraordinary  development.  We  have  had  simi- 
lar kinds  of  electoral  processes  take  place  in  a  number  of  the  states 
of  central  Europe  and  indeed  in  the  Baltics. 

In  some  cases,  Communists  have  returned  to  power.  In  others, 
other  kinds  of  forces  have  prevailed.  The  critical  question  is,  will 
democracy  survive? 

I  think  we  clearly  are  doing  whatever  we  can  here  and  I  suppose 
it  is  a  debatable  question  as  to  whether  we  have  put  enough  in  or 
not  enough  in  to  the  democracy  portions. 
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Mr.  Smith  of  New  Jersey.  What  is  your  judgment  on  that? 
Ambassador-designate  Collins.  I  think  that  we  have  probably 

Eut  in  a  good  deal  of  money  and  probably  about  as  much  as  can 
e  effectively  absorbed. 

Also  as  much  as  perhaps  can  be  effectively  delivered,  because  re- 
member we  are  not  giving  money  as  you  know  well.  We  are  basi- 
cally working  with  technical  assistance  trjdng  to  help  people  orga- 
nize from  the  grassroots  and  bottom  up. 

Perhaps  we  could  have  done  more.  I,  myself,  think  that  we  have, 
together  with  others  who  have  been  involved  from  Europe  and 
many  other  areas,  done  an  extraordinary  job  in  finding  assistance 
that  opens  that  country  and  has  opened,  it  to  an  absolutely  unbe- 
lievable degree. 

We  have  people  who  are,  I  think  in  almost  every  oblast  in  the 
Russian  Federation  today  and  4  years  ago,  I  could  not  travel  to 
about  20  percent  of  those  regions.  Most  others  had  areas  where  no 
one  had  been  in  years. 

There  is  a  very  major  opening  up  of  the  system  that  is  going  on. 
It  seems  to  me  that  we  need  to  keep  at  that  process  and  I  would 
urge,  indeed,  my  colleagues  that  we  continue  to  work  at  funding 
the  programs  that  continue  to  open  up 

Mr.  Smith  of  New  Jersey.  Is  the  Administration  at  all  con- 
cerned about  the  re-emergence  of  the  Communists? 

Ambassador-designate  Collins.  We  are  going  to  be  concerned 
about  the  re-emergence  of  any  forces  that  advocate  policies  or  ap- 
proaches that  are  contrary  to  democratization  and  the  development 
of 

Mr.  Smith  of  New  Jersey.  How  do  we  define  the  Communists 
today?  What  is  their  ideology  as  to  those  that  are  running  right 
now? 

Ambassador-designate  Collins.  The  Communist  program  is  cer- 
tainly one  which  suggests  we  will  potentially  have  some  problems, 
but  I  would  also  say  that  it  is  a  matter  of  how  they  behave. 

Mr.  Smith  of  New  Jersey.  What  problems  though?  What  do  we 
see  on  the  screen  that  concerns  us? 

Ambassador-designate  Collins.  Well,  I  think  we  are  concerned 
that  there  is  talk  of  reintroducing  price  controls,  for  instance. 
There  are  elements  within  the  Communist  side  that  talk  about 
wanting  to  restore  ties,  perhaps  that  others  in  the  former  Soviet 
Union  are  not  interested  in  restoring. 

I  think  those  kinds  of  issues  are  of  serious  concern,  but  I  also 
think 

Mr.  Smith  of  New  Jersey.  Is  it  an  expansionist  platform,  as  far 
as  you  can  tell? 

Ambassador-designate  Collins.  I  think  it  is  not  clear  that  it  is 
expansionist.  No.  But  there  is  a  question  of  what  sort  of  relation- 
ships they  would  promote  with  the  states  that  are  now  independ- 
ent. 

Mr.  Smith  of  New  Jersey.  What  would  be  the  role  of  the  secu- 
rity forces? 

I  know  that  my  time  is  up,  Mr.  Chairman. 

What  would  be  the  role  of  the  security  forces,  if  the  Communists 
were  indeed  to  score  heavily  in  the  Duma  and  then  perhaps  in  the 
Presidential  election? 
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Ambassador-designate  Collins.  Now  you  are  going  a  whole  step 
further.  In  terms  of  Duma 

Mr.  Smith  of  New  Jersey.  Well,  the  polls  indicate  there  is  a 
leader  there,  too. 

Ambassador-designate  Collins.  I  understand.  In  the  Duma,  it 
seems  to  me  that  the  policies  and  the  basic  outlines  of  policy  for 
the  Russian  Federation  are  still  determined  by  the  presidency  and 
the  executive  branch. 

I  frankly  do  not  think  I  want  to  speculate  about  who  is  likely  to 
be  president  or  how  this  will  turn  out  until  we  have  a  better  idea 
of  what  the  meaning  of  the  Duma  elections  is. 

Mr.  MORNINGSTAR.  Mr.  Chairman,  with  your  permission,  may  I 
also  respond  to  the  question? 

First  of  all,  I  have  a  couple  of  things  I  guess  I  want  to  say  about 
it.  One  is  that  I  think  that  the  5  percent  number  that  you  see  is 
a  very  narrowly  defined  definition  of  a  democracy  program. 

My  guess  is,  without  having  the  paper  in  front  of  me,  that  it 
would  not  include  exchange  programs.  It  would  not  include  VOCA 
volunteers  or  farmer-to-farmer  volunteers  going  to  these  countries, 
which  I  think  actually  do  promote  democracy. 

It  would  not  include  our  training  programs  and  a  whole  lot  of  dif- 
ferent things  that  would  increase  that  number.  But  beyond  that,  I 
do  not  believe  if  we  spent  a  billion  dollars  on  democracy  programs 
in  the  former  Soviet  Union  or  in  Russia  over  the  past  couple  of 
years  that  it  would  have  had  a  material  effect  on  however  these 
elections  turn  out. 

I  think  Ambassador-designate  Collins  is  right  when  he  says  the 
fact  that  there  is  an  election  itself  is  very  significant.  If,  in  fact,  the 
elections  turn  out  that  the  Communists  do  better  than  all  of  us 
would  hope,  it  is  because  the  people  of  Russia  are  not  satisfied  with 
the  economic  prog^ress  that  has  taken  place  over  the  last  3  or  4 
years. 

They  may  have  had  unrealistic  expectations.  The  major  point  is, 
we  are  talking  about  a  situation  that  has  to  be  viewed  in 
generational  terms.  We  cannot  look  at  it  on  solely  a  short-term 
basis. 

We  have  to  accept  the  fact  that  there  are  going  to  be  ups  and 
downs  in  the  road.  This  is  a  serious  issue.  I  am  not  trying  to  be 
Pollyanna-ish. 

I  am  not  minimizing  the  concerns  that  you  raise,  but  I  do  believe 
that  it  is  part  of  a  generational  transition  and  it  is  not  directly  re- 
lated to  the  success  or  failure  of  our  democracy  programs. 

Mr.  Bereuter.  The  gentleman's  time  has  expired. 

Mr.  Smith  of  New  Jersey.  Will  there  be  a  second  round? 

Mr.  Bereuter.  Only  if  you  and  I  are  here. 

Mr.  Smith  of  New  Jersey.  OK,  I  will  be. 

Mr.  Bereuter.  The  gentleman  fi-om  New  York,  Mr,  Engel. 

Mr.  Engel.  Thank  you,  Mr.  Chairman. 

I  just  want  to  follow  up  a  little  bit  on  some  of  Dr.  Smith's  con- 
cerns, because  I  too  share  those  concerns.  Uzbek  President 
Karimov  has  said  to  his  Centra]  Asian  colleagues  that  they  should 
guard  against  various  forces  in  Russia  and  inside  their  own  coun- 
tries which  he  says  are  aiming  to  restore  the  former  Soviet  Union. 
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Do  you  see  his  warning  call  as  justified  or  is  that  just  perhaps 
an  over-dramatization? 

Ambassador-designate  Collesis.  We  just  completed  a  trip,  Mr. 
Momingstar  and  myself  and  several  colleagues,  to  five  different 
countries.  Belarus,  Azerbaijan,  Georgia,  Armenia  and  Moldova. 

I  think  it  is  fair  to  say  that  in  each  of  those  countries  we  heard 
concerns  about,  first  of  all,  what  are  the  implications  of  these  elec- 
tions that  are  coming  in  December. 

There  is  concern  that  they  can  put  greater  authority  into  the 
hands  of  some  forces  who  would  seek  to  infringe  on  the  independ- 
ence and  sovereignty  of  each  of  these  new  states. 

At  the  same  time,  I  was  struck  that  we  also  have  to  recall  one 
of  the  principal  questions  and  determinants  of  whether  or  not  that 
is  going  to  take  place  in  those  states  themselves. 

To  the  extent  they  are  building  viable  political  institutions,  via- 
ble democratic  and  more  open  support  for  their  leaders  and  a  sta- 
ble society,  long-term  in  each  of  these  new  independent  states,  they 
are  more  able  to  deal  as,  if  you  will,  equals  or  at  least  stable  part- 
ners for  the  Russian  Federation. 

I  think  the  most  difficult  issues  that  we  came  across  in  our  trav- 
els are  the  ones  in  the  Caucausus  where  ethnic  conflicts  are  divid- 
ing these  countries  and  invite  in  outside  interference  or  those  who 
wish  to  take  advantage  of  ethnic  division. 

Certainly,  there  are  those  who  are  very  concerned  about  the  ex- 
treme nationalists  in  Russia.  Those  who  advocate  policies  or  views 
that  they  think  are  restoring  or  advocate  restoration  of  some  kind 
of  empire. 

They  are  concerned  about  the  weight  of  the  Communists.  That 
that  will  somehow  infringe  on  their  sovereignty.  But  I  would  say 
to  you  that  frankly  the  biggest  concern  I  heard  in  each  state  was 
energy  dependence. 

The  fact  that  each  of  these  countries  is  now  in  a  position  of  hav- 
ing to  rely  on  energy  fi-om  one  source,  from  the  Russian  Federation 
in  essence  and  has  no  way  really  to  pay  for  it  and  therefore  is  also 
reliant  on  credit. 

I  came  away  with  the  belief  that  one  of  the  most  important 
things  that  each  of  these  countries  can  do  for  itself  is  to  begin  a 
serious  effort  at  energy  reform  so  that  they  can  reduce  that  de- 
pendence. 

Mr.  Engel.  What  can  we  do  to  help  them? 

Ambassador-designate  Collins.  Well,  I  think  we  can,  to  the  ex- 
tent we  and  the  Europeans  and  others  are  able,  approach  them 
perhaps  with  a  somewhat  different  approach  than  we  have  done 
before. 

It  is  one  that  is  now  in  process  with  Ukraine.  It  has  to  do  with 
providing  them  with  a  full  picture  of  how  they  can  attack  their  en- 
ergy problem. 

That  means  that  they  have  to  do  conservation.  They  have  to  do 
new  forms  of  generation.  They  have  to  create  a  market  system  that 
will  attract  investment  to  the  energy  sector  and  they  have,  most  of 
all,  to  begin  having  people  pay  for  energy,  because  frankly  its  prof- 
ligate use  is  one  of  the  biggest  sources  of  their  problem. 
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Mr.  Engel.  Are  we  doing  that  now  with  our  assistance  or  is  that 
something,  based  on  your  observations,  that  we  can  move  more 
swiftlv  toward? 

Ambassador-designate  Collins.  Let  me  ask  Mr.  Momingstar  if 
he  could  comment. 

Mr.  MORNINGSTAR.  Well,  first  of  all,  to  talk  briefly  about  the  en- 
ergy area.  I  think  Ambassador-designate  Collins  is  exactly  right. 
That  the  energy  sector  is  going  to  be  key  in  certain  of  the  areas 
that  we  talked  about. 

The  question  again  is  going  to  be  the  resources.  Here  is  where 
the  lessor  resources  and  the  earmarks  can  create  some  problems, 
because  we  will  not  have  enough  funds  to  provide  for  a  meaningful 
program  in  Georgia,  for  example,  and  other  places. 

So,  we  have  to  look  at  what  we  can  do  in  conjunction  with  what 
the  resources  are  that  we  have  and  we  do  have  to  work  with  the 
EU  and  with  the  IFI's,  the  international  financial  institutions,  to 
work  out  common  programs. 

Ukraine  is  a  little  bit  different  situation.  As  you  know,  we  are 
working  very  closely  with  the  G— 7  to  work  out  an  energy  program 
that  relates  to  Chernobyl  and  their  entire  energy  sector. 

What  we  need  to  do  over  the  next  couple  oimonths  is  with  the 
Gr-7  to  develop  and  to  make  a  determination  as  to  what  that  pro- 
gram is  going  to  be,  how  much  grant  assistance  is  going  to  be  nec- 
essary, how  much  assistance  will  be  necessary  from  investors, 
whetner  government  subsidized  or  government  supported  or  not. 

We  have  to  go  back  to  Ukraine  saying,  this  is  what  we  believe 
ought  to  be  done  in  Ukraine.  This  is  something  that  is  going  to  be 
a  major  priority  over  the  next  few  months,  particularly  leading  up 
to  the  nuclear  summit  in  March. 

Mr.  Dine.  Mr.  Chairman,  could  I  also  add? 

Mr.  Bereuter.  Please  proceed. 

Mr.  Dine.  I  hope  to  be  able  to  bridge  what  Mr.  Engel  has  said 
and  Dr.  Smith  has  said.  I  have  heard  President  Karimov  talk  about 
the  need  to  stay  away  from  the  Russian  bear  and  bear  hug. 

I  think  one  of  the  things  he  said  in  my  meeting  with  him  in  July 
was  that  I  know  you  are  not  giving  us  a  lot  of  money.  I  know  you 
are  not  providing  us  a  lot  of  technical  assistance,  but  you  do  help 
our  morale.  You  do  encourage  us  to  go  for  an  independent  strategy 
in  a  variety  of  ways. 

He  mentioned  that  he  thought  that  Uzbekistan  could  become 
self-sufficient  in  oil  and  gas  in  about  a  year  or  a  little  bit  more 
than  a  year. 

So  that  is  part  of  America's  role  as  we  lead  in  a  variety  of  ways 
in  this  area  of  the  world,  but  second  I  believe,  going  back  to  your 
point.  Dr.  Smith,  that  our  efforts  in  just  a  narrowly  defined  democ- 
racy program  is  just  the  tip  of  the  iceberg. 

What  we  are  doing  in  all  these  countries  is  interlinking,  inter- 
connecting both  our  democracy  programs  and  our  economic  restruc- 
turing programs  so  that  we  are  building  what  Jefferson  would  have 
called  "people  with  a  stake  in  society."  Building  democracy  through 
economic  means,  through  political  means,  through  a  lot  of  means. 

I  think  when  you  tie  our  hands  with  earmarks,  when  you  even 
limit  the  money,  do  not  just  look  at  democracy  columns  or  privat- 
ization, capital  markets.  All  of  it  is  going  to  build  societies  that 
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want  to  be  market  oriented,  democratically  ruled  with  democratic 
values. 

Finally,  I  hope  all  of  that  plays  a  role  in  the  upcoming  election 
in  Russia,  because  I  think  what  the  Communist  party  is  doing  is 
becoming  a  working  class  party  without  a  stake  in  society. 

We  have  to  bring  those  people  in  as  well.  That  is  the  emphasis 
that  the  United  States  has  been  pursuing  and  I  think  the  inter- 
national donor  community  has  been  pursuing,  is  to  build  a  demo- 
cratic base  and  an  economic  base  that  go  hand  in  glove. 

Mr.  Bereuter.  The  time  is  late.  I  am  going  to  go  to  one  3 -minute 
question  from  each  of  the  two  gentlemen  remaining  and  I  will  con- 
clude with  a  question  and  comment  of  my  own. 

The  gentleman  from  New  Jersey. 

Mr.  Smith  of  New  Jersey.  Thank  you,  Mr.  Chairman. 

I  would  like  to  just  visit  the  issue  of  Chechnya  for  a  moment.  It 
was  about  a  year  ago  that  we  began  to  get  some  signals  that  there 
was  low  grade  warfare  and  just  recently  again,  as  I  think  you 
know,  Russian  jets  strafed  a  Chechnyan  village  and  the  high  com- 
mand claimed  they  did  not  know  where  they  came  from  or  that 
they  even  existed,  only  to  come  forward  and  say  they  came  out  of 
Georgia.  They  were  flown  up  from  a  base  in  Georgia. 

My  question  is,  where  are  we  with  regards  to  Chechnya?  Ambas- 
sador-designate Collins,  you  and  I  had  several  times  a  difference  of 
opinion  as  to  whether  or  not  a  green  light  had  been  given  by  the 
Administration. 

I  join  our  former  ambassador  to  the  OSCE,  John  Moreska,  who 
said  very  clearly  in  his  op-ed  and  elsewhere  that  during  those  criti- 
cal moments  when  we  could  have  sent  a  clear,  unmistakable  mes- 
sage to  the  Russians,  this  was  absolutely  unconscionable  and  we 
would  not  sit  idly  by;  we  did  just  the  opposite.  We  called  it  an  in- 
ternal affair.  Vice  President  Gore  was  there  with  Mr.  Chern- 
omyrdin, right  as  this  was  unfolding. 

I  am  sure  it  was  unwitting,  but  the  hindsight  is  usually  20/20 
and  it  would  appear,  and  the  hearings  that  we  held  on  this  gave 
further  proof  of  that,  although  it  is  never  totally  conclusive,  that 
indeed  we  did  give  the  green  light  to  those  atrocities. 

There  are  reasons  to  believe  that  there  could  be  a  flare  up.  A  big 
flare  up  in  the  not  too  distant  future  in  Chechnya.  Where  are  we 
in  terms  of  negotiations  there?  What  kind  of  messages  are  we  send- 
ing to  the  Russian  leadership  about  the  importance  of  it? 

I  mean  everyone  has  forgotten,  it  seems,  perhaps  outside  of  the 
State  Department  and  the  White  House  and  Congress.  Chechnya 
is  not  even  on  the  map  anymore.  It  is  all  Bosnia  and  domestic  af- 
fairs and  Medicare. 

Yet  the  potential  of  loss  of  life  looms  very,  very  high.  So,  if  you 
could  give  us  an  up-to-date  where  we  are  on  Chechnya. 

Ambassador-designate  Collins.  Well,  first  of  all,  only  to  reit- 
erate that  I  think  I  do  disagree  that  we  gave  a  green  light  and  I 
would  like  the  record  to  show  that  and  we  have  discussed  this  be- 
fore. 

I  also  would  say  to  you  that  I  do  not  really  disagree  with  your 
concern  and  your  view  that  this  remains  a  very  dangerous  and  a 
very  unsettled  situation. 
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We  have  really  been  very  consistent,  I  think,  in  talking  with  the 
Russians  and  ensuring  that  they  understand  that  the  world  is 
watching. 

We  believe  that  the  best  hope  we  have  for  getting  a  solution  is 
first  of  all  for  them  to  maintain  and  consolidate  the  cease-fire  that 
has,  more  or  less,  been  holding.  There  are  plenty  of  incidents,  but 
it  is  certainly  not  what  we  had  several  months  ago  in  terms  of  con- 
flict. 

Second,  we  have,  to  the  best  of  our  ability,  been  supporting  the 
aid  assistance  gjoup  of  the  OSCE.  An  American  who  has  been  with 
it  almost  throughout,  not  the  same  person.  We  have  tried  to  con- 
tribute our  share  to  their  efforts  to  play,  if  you  will,  an 
intermediary  role  and  to  encourage  the  process  of  negotiation,  first 
of  all. 

Assisting  with  humanitarian  relief  and  assisting  with  the  efforts 
that  are  going  on,  on  the  ground,  largely  unnoticed,  by  different 
elements  of  that  society,  to  begin  the  building  or  rebuilding  of  civil 
institutions. 

All  of  that  said,  there  is  no  agreement.  We  believe  that  every  ef- 
fort needs  to  continue  to  be  made  to  reach  an  agreement  and  we 
will  continue  to  support  OSCE  and  we  will  continue  to  urge  all  in- 
volved to  tiy  to  reach  a  settlement. 

I  think  it  is  apparent  that  Chechnya  will  somehow  play  a  role 
in  these  Duma  elections,  though  I  frankly  do  not  know  what. 

What  is  perhaps  a  bit  sad  also  is  that  just  as  it  has  disappeared 
from  the  consciousness  here  in  many  ways,  the  same  is  true  in 
Russia.  It  is  not  on  the  television  every  day  anymore. 

It  is  not  an  urgent  and  immediate  problem.  That  said,  I  have 
talked  to  very  few  Russian  officials  or  political  figures  who  are  not 
very  well  aware  that  this  is  a  running  sore  and  that  until  some 
way  is  found  to  resolve  it  through  negotiation  and  a  political  settle- 
ment, that  that  is  going  to  continue  to  be  a  drain  on  the  capacity 
of  Russia  to  create  the  civil  and  stable  society  that  it  wants. 

Mr.  Smith  of  New  Jersey.  I  will  submit  the  remainder  of  my 
questions  to  our  distinguished  panel  and  I  thank  you. 

Mr.  Bereuter.  I  thank  the  gentleman. 

Does  the  gentleman  from  New  York  have  a  final  question? 

Mr.  Engel.  Yes.  Thank  you.  I  just  wanted  to  explore — and  again 
probably  we  cannot  do  it  in  3  minutes — but  I  wanted  to  explore  two 
issues:  One  about  crime  and  corruption  in  Russia  and  the  other  one 
in  foreign  investment. 

I  am  told  that  it  is  impossible  to  do  business  in  most  of  the  coun- 
tries of  the  former  Soviet  Union,  particularly  Russia,  without  pay- 
ing substantial  bribes  or  protection  money  to  someone,  either  orga- 
nized crime  officials  or  criminal  elements  of  the  government. 

As  a  result,  many  U.S.  companies  have  decided  it  is  not  worth 
the  effort  to  do  business  in  the  region,  which  leads  me  to  the  next 
question. 

Russia  has  only  attracted,  according  to  these  statistics,  $1.5  bil- 
lion in  foreign  investment  on  par  with  Estonia  or  about  one-quarter 
of  the  level  of  foreign  investment  in  Hungary. 

How  can  we  turn  the  Russian  economy  around,  unless  foreign  in- 
vestment increases?  So,  I  am  wondering  if  you  could  address  those 
two  points. 
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Mr.  MORNINGSTAR.  I  guess  I  can  begin  with  respect  to  the  ques- 
tion on  foreign  investment.  Prior  to  my  present  position,  I  was  at 
OPIC.  So,  I  was  involved  to  some  considerable  extent  in  that. 

I  am  not  going  to  pretend  to  say  that  there  is  no  problem.  The 
crime  issue  is  obviously  a  serious  issue  and  we  are  addressing  that 
in  any  number  of  ways. 

But  that  is  not  to  say  that  there  is  no  investment  in  Russia. 
There  are  some  investments  that  have  been,  in  fact,  quite  success- 
ful. 

A  whole  lot  of  things  have  to  change  in  Russia  for  there  to  be 
really  significant  amounts  of  foreign  investment,  with  respect  to 
both  crime  and  the  le^al  and  regulatory  framework. 

What  it  takes  now  is  a  very  entrepreneurial  type  of  investor  who 
realizes  that  a  successful  investment  in  Russia  is  going  to  be  based 
principally  upon  relationships,  who  knows  who  he  is  dealing  with, 
who  knows  who  his  or  her  partner  is  and  knows  what  the  business 
situation  is. 

It  involves  relationships  that  take  periods  of  time  to  develop.  So, 
it  is  not  an  all-or-nothing  situation.  Yes,  there  is  a  major  problem 

We  have  to  do  as  much  as  we  can  to  solve  that  problem.  If  there 
were  time,  I  could  go  through  all  the  various  programs  that  are  at 
least  helping  me  in  that  direction.  That  is  not  to  say  that  invest- 
ment is  impossible.  We  have  to  hope  that  as  part  of  this  whole 
transitional  game  that  this  process  is  going  to  take  a  long  period 
of  time. 

Ambassador-designate  Collins.  Could  I  just  add  one  comment  to 
that? 

I  think  having  watched  American  business  and  American  inves- 
tors now  for  about  5  years  in  that  part  of  the  world,  there  has  al- 
ways been  a  reason  to  be  cautious. 

It  has  differed.  It  has  been  either  economic  instability,  crime,  the 
absence  of  a  banking  system  or  whatever. 

The  reality  is  that  crime  is  one  factor.  There  are  many  others, 
if  you  are  an  investor,  that  you  want  to  look  at  very  carefully,  such 
as  the  absence,  as  Dick  mentioned,  of  basic  legal  framework  that 
most  large  investors  need. 

It  is  imcertain  property  rights  at  this  point  or  uncertainty  about 
that.  In  short,  the  real  challenge  for  the  Russian  Federation  at  this 
point  is  to  attack  the  broader  problem  of  creating  a  hospitable  envi- 
ronment for  investment  more  generally. 

Crime  is  one  aspect  of  that.  We  have  made  it  very  clear  to  them 
and  they  understand  that  that  is  a  priority.  But  even,  I  would  sub- 
mit, with  a  serious  and  very  profound  drop  in  the  crime  rate,  we 
still  would  have  some  major  problems,  because  until  there  is  a  clar- 
ity about  property  rights  and  a  real  understanding  of  the  business 
requirements  to  attract  investment,  it  is  going  to  be  very  rough 
going  and  it  takes  an  awful  lot  of  patience  on  the  part  of  American 
investors. 

Mr.  Engel.  I  am  wondering  if  you  could  get  to  me  the  specifics 
about  how  our  assistance  programs  are  designed  to  address  the 
issue  of  corruption  and  how  we  are  trying  to  create  a  better  climate 
for  foreign  trade  investment.  If  you  could  get  that  to  me,  I  would 
appreciate  it. 

Ambassador-designate  Collins.  We  will  be  happy  to,  sir. 
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Mr.  Engel.  Thank  you. 

[The  reply  from  Ambassador-designate  CoHins  appears  in  the  ap- 
pendix.] 

Thank  you,  Mr.  Chairman. 

Mr.  Bereuter.  Thank  you,  Mr.  Engel. 

Actually,  Chairman  Oilman  asked  me  to  pursue  a  question.  It 
goes  directly  to  what  Mr.  Engel  has  just  brought  up;  the  matter  of 
corruption  and  crime. 

I  brought  back  interesting  stories  in  visiting  with  the  American 
business  community  in  the  Baltic  states  about  the  kind  of  duress 
they  are  under  and  how  all,  except  the  largest,  have  succumbed  to 
bribery  and  protection  and  how  the  cost  for  assassination  now  is 
down  to  $400. 

How  one  of  our  giant  corporations  attempting  to  do  business 
there  is  resisting  that  the  manager  has  been  mugged  three  times. 
They  tried  to  run  over  him  and  his  wife  once  in  an  automobile. 
They  missed  him  so  they  took  another  crack  at  him  and  fortu- 
nately, missed  him  again. 

I  do  not  think  we  nave  seen  a  situation  where  so  relatively  few 
have  robbed  a  country  of  so  much  in  a  long  time,  if  ever. 

The  money  coming  out  of  Russia  today  and  other  parts  of  the 
former  Soviet  Union,  illegitimate  money  coming  into  financial  insti- 
tutions, is  incredible. 

One  only  has  to  observe  the  affluent  lifestyle  of  the  crime  lords 
in  St.  Petersburg  or  Moscow  to  know  that  crime  is  out  of  hand  and 
it  does  affect  our  ability  to  encourage  investment  there. 

Mr.  Oilman  asked  me,  Mr.  Momingstar,  if  you  are  satisfied  that 
there  is  sufficient  coordination  between  AID,  state,  the  FBI  and 
other  U.S.  Oovemment  agencies  involved  in  the  effort  to  promote 
rule  of  law  and  provide  assistance  for  criminal  justice,  improve- 
ments of  law  enforcement  training  in  the  NIS. 

Then  I  would  like  to  ask  you,  who  specifically  by  title,  is  respon- 
sible for  assuring  such  coordination  among  these  agencies. 

Mr.  MORNINGSTAR.  OK  Well,  I  can  answer  that  question.  First 
of  all,  by  the  mandate  that  I  was  given  by  the  President,  I  am  the 
one  who  is  responsible  for  the  coordination  of  the  programs. 

Mr.  Bereuter.  What  is  your  degree  of  satisfaction  or  concern  at 
this  point  about  the  coordination  problem?  Not  about  the  results, 
but  the  coordination  problem  among  our  agencies. 

Mr.  MORNINGSTAR.  I  think  it  is  going  actually  relatively  well  and 
a  lot  better  over  the  last  6  or  8  months.  I  cannot  speak  to  history. 

I  know  that  the  Chairman  is  probably  referring  to  the  OAO  re- 
port that  came  out  and  raised  some  questions  witn  respect  to  that 
coordination  and  that  is  going  back  in  history.  I  am  not  aware  of 
exactly  what  that  situation  was. 

I  can  tell  you  that  now  that  the  coordination  is  going  well.  I  met 
a  few  weeks  ago  with  Assistant  Secretary  Oelbard,  who  by  the  way 
is  in  Moscow  even  as  we  speak  reviewing  our  law  enforcement  pro- 
grams and  a  representative  of  our  office  is  there  with  him. 

But  we  discussed  what  the  coordination  issues  were.  I  feel  that 
our  office  is  in  an  excellent  position  to  work  with  the  various  agen- 
cies to  review  the  programs  that  are  being  instituted  in  these  coun- 
tries to  give  some  reality  check  as  to  what  the  conditions  really  are 
and  whether  the  programs  might  work. 
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We  are  in  a  position  to  give  input  from  other  agencies  that  the 
various  law  enforcement  agencies  may  not  deal  with  on  an  every- 
day basis. 

For  example,  I  just  mentioned  OPIC.  OPIC  has  lots  of  clients. 
Those  clients  have  various  problems.  We  are  able  to  inject  what 
those  concerns  are. 

I  think  that  the  integration  of  the  law  enforcement  program  and 
the  rule  of  law  program  is  also  improving.  As  the  law  enforcement 
agencies  go  there  and  are  on  the  ground,  they  are  realizing  what 
some  of  these  problems  are. 

We  had  a  situation  just  recently  where  the  FBI,  who  is  looking 
at  financial  types  of  crimes  are  saying,  hey,  we  need  to  make  sure 
that  there  is  a  legal  framework  that  has  applicable  provisions  with 
respect  to  securities  fraud  and  all  those  types  of  issues,  which  we 
are  working  on  with  respect  to  our  capital  markets  program,  if  we 
are  going  to  be  successful. 

If  we  are  going  to  be  successful  in  defending  intellectual  property 
rights  by  giving  them  law  enforcement  advice,  we  have  to  make 
sure  that  their  law  is  adequate  and  that  it  is  being  implemented 
adequately.  So,  it  does  have  to  be  brought  together. 

Mr.  Bereuter.  I  agree  with  you.  That  is  very  important. 

Mr.  MORNINGSTAR.  I  think  it  is.  I  think  we  are  doing  better  at 
that  and  I  think  we  need  to  still  do  even  better. 

Mr.  Bereuter.  Mr.  Mbmingstar,  does  your  responsibility  reach 
out  of  the  NIS  to  the  form.er  Warsaw  Pact  countries  of  central  Eu- 
rope? 

Mr.  MORNINGSTAR.  No,  it  does  not. 

Mr.  Bereuter.  I  would  tell  you  that  a  number  of  us  saw  a  pro- 
gram in  Budapest  that  is  a  multinational  training  program. 

Mr,  MORNINGSTAR.  That  multinational  training  progpram,  even 
though  it  is  located  in  Budapest,  my  understanding  is  that  does  in- 
volve participants  from  the  NIS. 

Mr.  Bereuter.  I  think  actually  from  our  impression  it  is  pro- 
ceeding rather  well  and  that  the  money  is  being  spent  well  there. 

Ms,  Sigmund,  you  have  been  ignored  here  and  maybe  you  would 
prefer  that,  I  do  not  know. 

Ms.  Sigmund.  I  certainly  do  not.  In  fact,  if  I  could  just  add  a  foot- 
note as  to  how,  since  you  have  given  me  the  opportunity,  the  ex- 
change program  is  trying  to  be  sensitive  to  the  difficulties  for 
American  investors  in  the  NIS. 

I  think  one  of  the  reasons  American  communities  are  so  eager  to 
participate  and  to  provide  support  for  our  exchange  activities  is,  in 
fact,  because  they  recognize  the  difficult  environment  they  are 
going  to  have  to  deal  with  and  rely  on  these  relationships  and  con- 
tacts to  give  them  the  kind  of  expertise  and  networking  within  a 
very,  very  difficult  environment  in  the  NIS. 

I  think  over  time  you  are  going  to  see  those  relationship  budding 
into  actual  business  relationships  and  business  deals. 

Mr.  Bereuter.  Thank  you. 

I  know  you  are  all  aware  of  HR-7,  which  would  have  proposed 
to  eliminate  your  agencies  or  at  least  merge  them  with  the  State 
Department. 
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I  would  say  that  at  that  very  time  there  was  an  article  in  the 
Congressional  Quarterly  suggesting  that  we  were  spending  over 
$2,000,000,000  a  year  in  diverse  agencies  of  our  government. 

Some  of  it  caused  by  congressional  mandates,  earmarks,  specific 
legislation  on  cultural  exchange  programs.  That  suggested  to  many 
members  who  raised  the  issue  as  we  were  in  that  markup  that  we 
are  spending  too  much  and  we  are  not  spending  it  well  on  our  cul- 
ture exchange  programs  and  that  USIA,  which  we  looked  to  as  the 
dominant  agency  for  those  kind  of  programs,  was  only  one  of  many 
actors  and  that  there  is  a  lack  of  coordination  in  that  area. 

So  that  did  not  help  USIA's  case  or  the  case  of  the  current  ar- 
rangements in  the  executive  branch.  As  I  have  communicated  to 
the  director,  having  been  on  the  committee  for  13  years,  it  was  only 
when  USIA  was  in  trouble  that  I  ever  heard,  for  the  first  time, 
from  the  director  of  USIA. 

I  find  among  my  colleagues  it  was  a  fairly  similar  story.  Perhaps 
more  on  the  Republican  or  previously  the  minority  side. 

But  I  think  that  USIA,  when  it  ignores  the  authorizers,  does  it 
at  its  peril.  Unfortunately,  some  things  are  done  rashly  in  those 
situations,  which  may  not  be  in  our  national  interest.  I  will  just 
say  that  for  the  record  here. 

I  think  USIA  has  a  much  better  job  to  do  in  working  with  the 
authorizing  committee  than  it  has  done  in  the  past. 

Ms.  SiGMUND.  I  take  your  point.  If  I  could  just  add  a  few  words 
though  on  programs  as  they  relate  to  the  NIS,  I  think  the  coordina- 
tion that  is  occurring  is  good. 

I  think  that  we  are  looking  very  closely  at  our  programs  to  en- 
sure that  cost  efficiencies  are  achieved.  We  find  leverage  support 
and  frankly  that  they  relate  to  the  policy  priorities  that  Mr. 
Momingstar  has  established. 

Mr.  Bereuter.  I  hope  that  is  the  case.  I  admit  to  you  to  some 
frustration,  not  at  all  because  of  your  testimony,  which  has  been 
very  excellent  and  you  have  been  forthcoming  in  your  responses. 

I  have  a  frustration  that  the  Congress  and  the  previous  Congress 
and  indeed  this  Congress  has  not  given  the  oversight  of  our  activi- 
ties, with  respect  to  Russia  and  the  other  countries  in  NIS  enough 
attention.  There  is  not  enough  oversight. 

Unfortunately,  my  overall  impression  is  that  things  are  not  going 
well  and  certainly  that  is  the  impression  one  receives  from  Rus- 
sians, who  had  very  different  expectations. 

I  am  concerned  that  while  I  agree  with  the  need  to  focus  our  as- 
sistance on  technical  assistance,  too  much  of  it  has  gone  to  entities 
who  have  the  contracts,  primarily  because  they  have  alumni  asso- 
ciations with  the  agencies  or  for  political  reasons  and  not  enough 
has  gone  on  things  that  are  really  pragmatic,  aimed  at  the 
grassroot. 

I  do  not  mean  to  suggest  that  is  the  total  scope  of  things,  but  I 
think  speaking  to  all  of  you  representing  here,  I  think  that  Con- 
gress needs  to  focus  more  time  on  listening  to  what  you  are  doing 
and  giving  you  more  oversight  frankly  than  we  have  been  doing. 

Mr.  Engel.  If  the  gentleman  would  just  yield  for  a  minute,  I  just 
want  to  say  one  point. 

Mr.  Bereuter.  I  would  be  pleased  to  yield. 
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Mr.  Engel.  I  agree  with  you  and  I  think  my  observation,  being 
on  the  committee  for  7  years,  is  that  we  made  a  grave  mistake 
when  we  eliminated  the  Subcommittee  on  Europe  and  the  Middle 
East. 

I  think  that  oversight  would  be  a  lot  better  if  we  could  hold  hear- 
ings as  well  as  other  things,  on  a  subcommittee  level.  I  hope  in  the 
next  Congress  perhaps  some  of  us  could  get  together  and  try  to  re- 
work some  of  the  subcommittees,  because  I  just  think  that  it  is  cru- 
cial to  restore  the  Subcommittee  on  Europe  and  the  Middle  East. 

Mr.  Bereuter.  I  thank  the  gentleman  for  his  comments.  I  think 
he  knows  how  I  feel  on  the  subject. 

Mr.  Engel.  Thank  you. 

Mr.  Bereuter.  Without  objection,  the  Chair  will  submit  for  re- 
sponse in  writing  to  the  witnesses  the  questions  submitted  by  the 
Majority  and  Minority  through  the  Chairman  of  the  Ranking  Mem- 
ber. 

The  Chair  would  urge  an  expeditious  response  to  the  committee 
by  the  relevant  executive  branch  agencies,  including  those  that  you 
represent.  Are  there  objections? 

Hearing  no  objections,  so  ordered. 

I  want  to  thank  you  very  sincerely  for  your  time,  the  effort  you 
made  in  preparing  your  testimony  and  for  your  responses  here 
today.  The  committee  appreciates  it,  as  does  this  member.  Thank 
you.  We  are  adjourned. 

[Whereupon,  at  11:42  a.m.,  the  committee  was  adjourned.] 
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FRTOAY,  DECEMBER  15,  1995 

House  of  REPRESE^^^ATIVES, 
Committee  on  International  Relations, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10:35  a.m.  in  room  2172, 
Raybum  House  Office  Building,  Hon.  Christopher  H.  Smith  presid- 
ing. 

Mr.  Smith  [presiding].  Just  let  me  advise  our  distinguished  wit- 
nesses that  Mr.  Oilman  has  £m  eye  problem.  He  is  now  at  the 
House  physician's  office.  I  will  consult  with  staff  to  see  whether  or 
not  we  will  proceed  at  this  point. 

The  committee  will  come  to  order. 

Today,  the  Committee  on  International  Relations  will  continue 
its  review  of  the  U.S.  policy  and  assistance  programs  with  regard 
to  Russia,  Ukraine,  and  10  other  Newly  Independent  States  in  the 
former  Soviet  Union.  One  month  ago,  on  November  14th,  the  com- 
mittee convened  to  take  testimony  on  these  topics  from  officials 
from  the  U.S.  State  Department,  the  U.S.  Defense  Department,  the 
U.S.  Agency  for  International  Development,  and  the  U.S.  Informa- 
tion Agencv. 

Today,  the  committee  will  take  testimony  on  these  important  is- 
sues from  a  panel  that  should  be  able  to  give  us  an  independent 
perspective  but  a  perspective  seasoned  by  extensive  experience, 
both  inside  and  outside  of  government. 

I  want  to  welcome  our  very  distinguished  witnesses  and  thank 
them  for  their  willingness  to  appear,  and  also  for  their  patience 
this  morning.  We  are  honored  to  have  with  us  the  Honorable  Brent 
Scowcroft,  Retired  U.S.  Air  Force  Lieutenant  General  and  former 
National  Security  Advisor  to  Presidents  Gerald  Ford  and  George 
Bush  and  now  President  of  the  Scowcroft  Group;  the  Honorable 
Richard  L.  Armitage,  former  U.S.  ambassador  responsible  for  U.S. 
assistance  to  the  Newly  Independent  States  of  the  former  Soviet 
Union  and  now  President  of  Armitage  Associates;  Dr.  Anders 
Aslund,  is  that  correct? 

Mr.  Aslund.  Aslund. 

Mr.  Smith.  A  leading  scholar  and  advisor  on  post-Communist 
economic  transition,  now  a  senior  associate  at  the  Carnegie  Endow- 
ment for  International  Peace;  and  Mr.  Harold  J.  Johnson,  the  Di- 
rector of  the  National  Security  and  International  Affairs  Division 
of  our  U.S.  General  Accounting  Office,  which  is  continuing  its  re- 
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view  of  specific  issues  relating  to  our  assistance  programs  in  the 
Newly  Independent  States  at  the  request  of  this  committee  and 
others  in  the  House  and  the  Senate. 

Grentlemen,  good  morning.  And  General  Scowcroft,  I  would  like 
to  ask  you  a  couple  of  things. 

First,  the  committee  has  been  interested  in  holding  this  hearing 
today,  two  days  before  the  parliamentary  elections  in  Russia,  in 
order  to  have  the  witnesses'  views  on  how  these  elections  may  af- 
fect both  developments  in  Russia  and  the  future  of  U.S. -Russian  re- 
lations. We  hope  that  the  witnesses  will  provide  us  with  their 
thoughts  on  these  important  elections. 

General,  you  recall  we  were  talking  about  it  just  before  this  hear- 
ing began.  At  the  same  time,  however,  I  hope  that  the  hearing 
today  will  not  overlook  the  other  states  of  the  former  Soviet  Union 
by  focusing  solely  on  Russia.  Developments  in  Ukraine  and  the 
other  10  states,  even  smaller  ones  such  as  Moldova  and  Belarus 
will  have  an  effect  on  all  of  Europe,  and  I  hope  that  our  witnesses 
can  speak  about  the  nature  and  effectiveness  of  our  policy  and  as- 
sistance programs  with  regard  to  these  states  as  well. 

With  that  said,  let  me  invite  our  witnesses  to  share  their 
thoughts  and  conclusions  on  important  U.S.  policy  objectives  in  the 
states  of  the  former  Soviet  Union  and  the  effectiveness  of  our  as- 
sistance programs  in  helping  to  achieve  those  objectives. 

General  Scowcrofl,  before  I  ask  you  to  begin,  I  would  like  to  rec- 
ognize Mr.  Jim  Norris,  U.S.  Aid  Mission  Director  in  Russia,  who 
is  in  the  audience.  If  he  could  just  stand  to  be  acknowledged.  We 
are  very  happy  to  have  you  here  today. 

And  I  would  like  to,  again,  invite  General  Scowcroft  to  begin. 
Thank  you. 

STATEMENT  OF  LIEUTENANT  GENERAL  BRENT  SCOWCROFT, 
USAF-RETIRED,  AND  PRESIDENT,  SCOWCROFT  GROUP 

General  Scowcroft.  Thank  you  very  much,  Mr.  Chairman.  I  ap- 
preciate the  opportunity  to  discuss  with  you  this  morning  the  im- 
portant issue  of  U.S.  policy  and  assistance  to  the  Newly  Independ- 
ent States  of  the. former  Soviet  Union.  I  have  just  a  few  introduc- 
tory comments. 

First,  a  comment  in  general  about  foreign  assistance.  Foreign  as- 
sistance has  never  been  popular,  never  will  be  popular.  But  I  would 
like  to  point  out  that  it  is  critical  to  U.S.  foreign  policy.  Between 
the  leverage  we  have  with  diplomacy,  that  is,  talking  to  our  friends 
or  opponents  and  force,  there  is  a  large  gap.  Foreign  assistance  is 
one  of  the  most  valuable  levers  we  have  to  fill  that  gap  and  to  in- 
fluence countries  in  directions  that  we  wish  them  to  go. 

In  these  tough  economic  times,  I  believe  that  our  foreign  bilateral 
assistance  should  be  used  only  in  direct  support  of  our  own  na- 
tional interests  and  not  for  altruistic  purposes,  no  matter  how 
noble  they  may  be.  And  that  comment  applies,  as  well,  I  think  to 
the  former  Soviet  republics. 

With  respect  to  Russia,  for  example,  I  think  the  Nunn-Lugar  pro- 
gram is  a  good  example  of  a  program  that  directly  benefits  U.S.  in- 
terests. It  got  off  to  a  slow  start  but  I  think  it  is  performing  very 
well  now  and  it  seems  to  me  directly  benefiting  the  United  States. 
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The  rest  of  the  Russian  program  is  so  small,  I  think  it  has  little 
impact  on  influencing  the  situation  in  Russia.  But  there  is  a  very 
large  IMF  program  in  Russia,  and  I  think  that  the  United  States 
should  be  prepared  to  support  or  oppose  that  IMF  program  based 
on  Russian  attitudes  and  behavior  toward  the  other  Soviet  repub- 
lics. 

Elections  for  the  parliament  in  Russia  this  weekend  appear  to  be 
headed  toward  increased  representation  for  Communists  and  na- 
tionalists in  the  Duma.  This  is  partly  a  result  of  frictions  with  the 
United  States  but  it  is  likely  as  well  to  increase  frictions  between 
our  countries,  and  to  lead  to  a  greater  inclination  on  the  part  of 
Russia  to  interfere  in  the  former  Soviet  republics  or  even  to  at- 
tempt to  recreate  the  Soviet  Union. 

This  election,  I  think,  may  give  us  a  glimpse  of  some  of  the  prob- 
lems we  may  face  in  next  summer's  Presidential  elections. 

Elsewhere  in  the  former  Soviet  Union,  I  believe  our  policy  and 
our  assistance  should  focus  heavily  on  strengthening  and  enhanc- 
ing the  independence  of  the  former  Soviet  republics,  I  think  we 
should  never  miss  an  opportunity,  both  diplomatically  and  eco- 
nomically, to  underscore  their  independence.  To  me,  that  is  more 
important  in  the  short  run  than  promoting  things  like  privatization 
and  democracy,  because  their  continued  independence  is  key  both 
to  them  and,  strangely  enough,  to  the  future  of  Russia.  And,  there- 
fore, I  think  that  is  a  very  first  step. 

I  would  like  to  concentrate  the  rest  of  my  comments  on  a  particu- 
lar area  of  the  former  Soviet  republics,  and  that  is  the  Caspian 
Basin,  and  the  countries  of  Kazakhstan,  Turkmenistan,  and  Azer- 
baijan. In  the  Caspian  Basin,  there  is  a  huge  pool  of  oil  and  gas 
and  U.S.  companies  are,  and  should  in  the  future,  participate  sig- 
nificantly in  its  exploration,  and,  therefore,  that  gives  this  area  an 
enhanced  significance  to  U.S.  national  interest. 

Let  me  focus  on  the  small  state  of  Azerbaijan  as  a  case  study  of 
some  of  the  issues  for  us.  Azerbaijan  is  a  small,  weak  country,  sit- 
ting on  a  large  portion  of  that  oil  and  surrounded  by  enemies.  It 
has  been  good  to  American  oil  companies  and  the  major  consortium 
that  has  been  given  exploration  rights  there.  Of  the  12  companies 
of  the  consortium,  5  of  them  are  American.  But  as  I  said,  Azer- 
baijan is  surrounded  by  hostile  powers,  beginning  with  the  Rus- 
sians. 

When  the  consortium  reached  agreement  with  Azerbaijan,  the 
Russians  threatened  the  country,  saying  it  was  an  illegal  agree- 
ment. It  was  only  when  Luke  Oil,  the  large  Russian  oil  company, 
was  given  a  piece  of  the  consortium  did  the  Russians  recede  and 
accept  Azerbaijani's  a^eement  with  the  consortium. 

Russia  is  also  seeking  to  put  troops  along  the  borders  of  Azer- 
baijan, the  external  borders  of  Azerbaijan  which  used  to  be  the  So- 
viet border.  It  has,  as  well,  imposed  a  virtual  trade  embargo 
against  that  country.  It  also  claims  that  the  Caspian  Sea  should  be 
held  commonly  by  all  of  the  border  states  rather  than  split  into  sec- 
tors as  it  now  is.  That  would,  of  course,  give  Russia  added  leverage 
over  the  oil  resources  of  all  of  the  former  Soviet  republics  in  the 
area. 

To  the  south  of  Azerbaijan  is  Iran,  which  has  been  traditionally 
hostile  to  Azerbaijan.  Its  antagonism  has  been  heightened  recently 
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by  the  Azeri  refusal,  at  U.S.  urging,  to  give  Iran  a  piece  of  the  Cas- 

f>ian  oil  consortium;  as  a  result,  Iran,  which  has  a  big  Azeri  popu- 
ation  itself,  is  stirring  up  ethnic  issues,  making  common  cause 
with  Armenia  to  put  pressure  on  Azerbaijan. 

To  the  west  of  Azerbaijan  is  Armenia,  with  whom  Azerbaijan  has 
been  in  an  undeclared  conflict  since  about  1989,  over  the  A^eri  re- 
gion of  Nagorno-Karabakh.  There  is  now  a  tenuous  cease-fire  with 
ethnic  Armenians  now  occupying  about  one-third  of  Azerbaijan, 
and  having  forced  about  20  percent  of  the  Azeri  population  into  ref- 
ugee status. 

Of  all  the  bordering  states,  only  Georgia  maintains  good  relations 
with  Azerbaijan. 

Now,  regarding  the  issue  of  aid  in  the  region,  let  me  just  point 
out  that  in  fiscal  year  1996  Armenia  will  get  about  14  percent  of 
total  assistance  to  the  Newly  Independent  States.  Armenia  needs 
aid  badly  but  that  is  somewhat  disproportionate,  thanks  to  congres- 
sional earmarking  of  that  aid. 

Looking  at  Azerbaijan,  in  which  the  United  States  has  such  large 
interests  and  which  needs  help  so  badly,  one  could  logically  assume 
Azerbaijan  is  receiving  significant  United  States  assistance.  Not  ex- 
actly. Azerbaijan  gets  not  a  penny  from  the  United  States  and  is 
forbidden  to  receive  any  assistance  by  section  907  of  the  Freedom 
Support  Act. 

Granted,  Azerbaijan  may  be  an  extreme  example  of  the  kinds  of 
problems  that  we  face  in  tne  region.  It  points  up,  however,  how  at- 
tentive we  need  to  be  individually  to  each  one  of  these  states,  more 
than  we,  in  general,  have  been.  They  all  have  different  proolems, 
and  in  a  number  of  them,  our  interests  are  very  high.  And  we  must 
ensure  that  all  of  our  instruments  of  foreign  policy  are  dedicated 
to  advancing  U.S.  interests  in  the  NIS,  which  are  fundamentally 
the  independence  and  viability  of  those  states. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Smith.  Thank  you  very  much.  General  Scowcroft. 

Mr.  Smith.  Ambassador  Armitage. 

STATEMENT  OF  FORMER  AMBASSADOR  RICHARD  L. 
ARMITAGE,  PRESIDENT,  ARMITAGE  ASSOCIATES 

Ambassador  Armitage.  Thank  you.  Dr.  Smith,  Mr.  Hamilton, 
Mr,  Johnson.  You  have  done  me  a  favor  by  asking  me  to  testify. 
I  will  return  the  favor  by  being  mercifully  brief 

In  the  main,  I  am  in  complete  agreement  with  General  Scowcroft 
and  delighted  with  the  testimony  that  he  just  gave.  I  think  it  is 
vital  for  Congfress  to  help  the  Administration  to  define  and  articu- 
late U.S.  policy  objectives  which  are  secured  by  assistance.  Foreign 
aid,  as  General  Scowcroft  just  mentioned,  must  be  a  finely  honed 
tool  of  U.S.  foreign  policy.  Particularly  as  Congress  is  examining 
domestic  budgetary  measures,  you  must  double  your  rigor  in  the 
examination  of  the  rationale  for  asking  taxpayers  to  fund  assist- 
ance overseas.  That  rationale  is  sound,  obviously,  and  I  would  sug- 
gest the  Congress  needs  to  examine  the  manner  in  which  that  as- 
sistance is  then  delivered. 

Now,  it  won't  come  as  a  surprise  to  the  members  of  this  commit- 
tee to  know  that,  in  my  view,  the  bureaucratic  approach  to  foreign 
aid,  which  has  characterized  the  Agency  for  International  Develop- 
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merit's  work  and  its  circle  of  parastatal  contractors,  are  a  wave  of 
the  past. 

I  nave  spoken  to  Mr.  Momingstar  recently  about  the  direction 
that  the  Russian  Federation  Assistance  program  is  going  in — trade 
and  investment  primarily  and  some  democracy  programs  and  I 
think  this  direction  is  to  be  saluted  and  endorsed.  Trade  and  in- 
vestment is  the  way  to  go. 

In  countries  like  Ukraine,  though,  I  deplore  earmarks  in  prin- 
ciple as  hamstringing  an  administration — or  the  executive  branch. 
I  think  the  direction  that  the  Congress  has  indicated  to  the  Admin- 
istration, that  is  more  assistance  for  Ukraine  and  the  other  states, 
is  very  much  warranted. 

A  very  brief  comment  on  the  elections.  I  think,  as  most  observ- 
ers, that  the  Communist  nationalist  bloc  will  increase  over  the 
Sunday  elections.  I  don't  know  the  percentage,  17,  20  percent,  per- 
haps. I  think,  however,  it  will  have  very  little  effect  on  the  direc- 
tion of  privatization  or  the  continued  opening  of  the  economy  in  the 
Russian  Federation.  But  it  will  clearly  have  an  effect  on  foreign 
policy. 

It  seems  to  me  that  it  will  aggravate  the  tendency  of  the  Kremlin 
to  attack  U.S.  economic  interests,  particularly  in  the  Near  Abroad, 
as  General  Scowcroft  has  pointed  out,  and  more  particularly  in 
Azerbaijan. 

No  one  can  argue  that  Russia  has  interests  in  the  Near  Abroad. 
How  she  secures  those  interests  is  a  matter  of  some  importance  to 
us.  If  she  secures  them  by  close  consultation  with  the  government 
of  the  country,  that  is  one  thing.  But  if  you  go  about,  for  example, 
fomenting  Abkhazian  rebels  to  cause  problems  and  bring 
Shevardnadze,  and  Georgia,  almost  to  its  knees  to  the  point  where 
the  only  alternative  Shevardnadze  has  is  to  turn  to  the  Russians 
for  assistance  to  stop  a  revolution  that  they  started,  you  have  the 
phenomenon  of  Georgian  foreign  policy  basically  being  run  out  of 
the  Russian  Embassy  in  Tbilisi.  This  is  not  good.  We  have  pressure 
against  Baku,  Azerbaijan,  as  General  Scowcroft  has  very  artic- 
ulately laid  out.  This  is  not  good. 

While  I  am  not  predicting  a  return  to  the  cold  war,  I  am  also  not 
predicting  (with  the  Russian  Federation)  a  strategic  partnership  in 
the  future.  A  Russia  which  behaves  toward  its  neighbors  seems  to 
me  to  be  worthy  of  assistance,  but  it  is  necessary,  I  think,  for  the 
Administration  and  the  Congress  to  point  out  to  the  Russian  Fed- 
eration that  behavior  counts.  It  is  only  Russia  that  can  dem- 
onstrate whether  the  fall  of  communism  and  the  changes  that  came 
about  following  the  fall  of  communism  are  cosmetic  or  cosmic. 

Finally,  one  note  about  the  Nunn-Lugar  or  the  cooperative  threat 
reduction  area.  This  has  been  a  fantastically  successful  program, 
and  unlike  many  programs,  it  is  something  that  is  visible  to  the 
naked  eye.  After  a  slow  start,  as  Brent  has  pointed  out,  we  have 
denuclearization  in  Kazakhstan.  You  also  have  great  progress  in 
Ukraine  and  Belarus  in  addition  to  demonstrative  progress  even  in 
the  Russian  federations.  I  would  call  to  the  members'  attention  the 
Nunn-Lugar  program  and  would  hope  that  you  would  examine  it 
closely  and  favorably  in  the  future. 

Thank  you. 

Mr.  Smith.  Thank  you  very  much,  Ambassador  Armitage. 
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[The  prepared  statement  of  Ambassador  Armitage  appears  in  the 
appendix.] 
Mr.  Smith.  And  Dr.  Aslund. 

STATEMENT  OF  ANDERS  ASLUND,  SENIOR  ASSOCIATE, 
CARNEGIE  ENDOWMENT  FOR  INTERNATIONAL  PEACE 

Mr.  Aslund.  Thank  you,  Mr.  Chairman,  Representative  Hamil- 
ton. I  am  very  honored  to  be  invited  to  this  session  today. 

I  have  been  dealing  with  the  former  Soviet  Union,  Russia, 
Ukraine,  for  over  20  years,  and  I  have  worked  as  an  economic  advi- 
sor to  reform  government  in  Russia,  and  currently  I  work  as  an 
economic  advisor  to  the  Ukrainian  government.  The  main  thesis  I 
come  out  with  is  that  a  great  deal  has  been  accomplished.  Russia 
today  has  passed  the  test  to  a  pluralist  society  and  a  market  econ- 
omy, though  it  is  a  pretty  messy  one.  I  think  that  we  should  be 
more  reassured  than  is  normally  the  case. 

It  is  easy  today  to  forget  how  awful  the  Soviet  Union  really  was 
at  the  time  of  its  collapse,  and,  therefore,  to  forget  how  mucn  that 
has  been  created  in  the  economy.  Russia  today  is  on  the  verge  of 
financial  stabilization.  There  are  good  reasons  to  believe  that  infla- 
tion will  come  under  control  next  year.  A  good  budget  has  already 
been  adopted  by  the  State  Duma  for  next  year  with  an  overwhelm- 
ing majority.  AJrid  that  will  not  change,  regardless  of  what  happens 
in  the  elections. 

The  Russian  economy  is  actually  picking  up.  Output  is  rising 
since  May,  slowly  to  begin  with.  Russia  had  a  major  export  boon 
this  year.  Exports  outside  of  the  CIS  increased  by  28  percent  dur- 
ing the  first  half.  Russia  has  now  international  reserves  of  more 
than  $12  billion.  That  is  more  than  3  months  of  imports,  et  cetera. 

Notably,  two- thirds  of  the  economy  is  in  private  hands;  85  per- 
cent of  industrial  production.  We  see  major  restructuring  starting. 
What  are  the  dangers?  Crime  is  often  mentioned,  but,  in  fact,  the 
crime  rate  has  stagnated  since  1993,  after  having  doubled  in  the 
4  years  of  collapse  of  communism  and  the  first  year  of  transition. 
Another  argument  is  that  the  democratic  elections  pose  a  threat  to 
market  economic  reforms.  I  very  much  agree  with  Ambassador 
Armitage  who  said  that  it  will  not  happen,  and  for  a  number  of 
reasons. 

I  already  mentioned  the  parliamentary  majority  voting  for  the 
budget,  and  if  we  look  upon  the  opinion  polls,  they  are  not  all  that 
bad.  The  best  opinion  poll,  I  guess  45  percent  in  the  populist  elec- 
tions will  vote  for  Communists  and  nationalists.  That  is  slightly 
more  than  last  time  when  it  was  43  percent.  Even  if  the  Com- 
munists and  nationalists  would  get  the  majority  in  the  State 
Duma,  they  will  be  balanced  by  the  Upper  Chamber  and  by  strong 
Presidential  power. 

Moreover,  a  nationalist  and  Communist  majority  would  consist  of 
at  least  three  parties  and  they  don't  like  each  other.  There  is  so 
little  power  left  in  the  political  center  that  it  is  virtually  impossible 
to  impose  a  dictatorship  in  Russia  from  Moscow.  Finally,  the  hard 
line  parties  are  being  financed  by  businessmen  who  increasingly 
have  an  interest  in  a  stable  currency  and  a  thriving  market  econ- 
omy. For  example,  the  Communist  party  is  getting  financing  from 
two  major  Russian  banks. 
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Democracy  is  not  a  threat  but  a  vital  check  on  the  extravagance 
of  the  eHte  because  it  is  the  people  who  suffer  from  crime  and  infla- 
tion. Therefore,  we  have  seen  the  Duma  being  very  strongly 
against  both  phenomena,  and  Russia  is  doing  ever  more  against  it. 

Russia  today  has  a  public  opinion  that  is  reasonably  well  in- 
formed. Moscow  today  has  25  daily  newspapers,  representing  every 
shade  of  opinion,  probably  the  most  pluralist  press  you  can  find  in 
the  world.  Russia  has  six  major  television  channels,  independent  of 
one  another;  two,  although,  are  clearly  state  controlled.  And  lots  of 
independent  radio  stations. 

What  we  are  seeing  in  Russia  today  in  this  election  campaign, 
is  very  much  a  vibrant,  pluralist  society.  Politically,  Russia  re- 
minds me  of  India.  There  are  many  people  who  do  not  like  democ- 
racy, but  power  is  so  disbursed  in  the  country  that  the  country 
seems  more  or  less  doomed  to  democracy. 

Ukraine  is  following  a  similar  route  to  Russia  now  but  the 
Ukrainian  reforms  are  much  more  precarious,  and  here  the  U.S. 
support,  both  technical  assistance  and  the  financial  support,  is 
more  vital.  Ukraine  is  currently  in  a  crisis  situation,  where  the  re- 
forms may  succeed  or  fail.  And  the  U.S.  influence  and  support  here 
might  be  crucial  to  what  happens. 

Let  me  then  turn  to  what  the  United  States  can  do.  Russia, 
frankly,  doesn't  need  all  that  much  support  any  longer.  The  re- 
maining support  can  be  phased  out  in  a  few  years.  The  United 
States  has  provided  substantial  technical  assistance  to  the  former 
Soviet  Union,  and  I  would  rather  take  a  positive  view  of  what  has 
been  accomplished. 

First  of  all,  USAID  has  not  wasted  technical  assistance,  for  the 
construction  of  market  economies  on  regimes  and  politicians  that 
had  no  intention  of  pursuing  serious  reform.  Second,  the  U.S.  Gov- 
ernment has  had  a  clear  concept  of  what  is  important  for  the  tran- 
sition to  a  market  economy  and  it  has  selected  key  areas  for  its 
technical  assistance. 

Third,  much  of  the  U.S.  aid  has  actually  had  a  positive  impact. 
The  Russian  mass  privatization  would  hardly  have  been  possible 
without  substantial  AID  assistance,  notably  through  the  Harvard 
Institute  of  International  Development. 

Fourth,  in  comparison  with  West  European  donors,  AID  has  ac- 
tually maintained  reasonable  cost  limits.  However,  turning  to  the 
bureaucratic  complications,  AID  looks  about  as  bad  as  the  Euro- 
pean Union.  And  that  is  not  very  positive. 

Now  when  not  so  much  U.S.  technical  assistance  to  Russia  is 
needed,  it  should  be  reduced,  but  gradually  so  that  people  who 
have  been  supported  by  the  United  States  are  not  being  jeopard- 
ized because  the  United  States  is  withdrawing  too  fast.  Instead, 
U.S.  technical  assistance  should  be  focused  on  other  countries  that 
are  taking  serious  steps  to  reform,  and  the  most  obvious  example 
here  is  Ukraine.  Unfortunately,  AID  is  trjdng  to  do  too  much  of  the 
same  thing  in  Ukraine  as  it  did  in  Russia,  but  the  preconditions 
are  different.  The  conceptualization  is  not  in  shape  and  the  privat- 
ization program  in  Ukraine  needs  considerable  improvement  and 
AID  has  not  provided  the  support  to  do  so.  Here,  I  would  say  that 
the  program  needs  to  be  considerably  reoriented. 
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Turning  to  financial  assistance,  I  would  like  to  point  out  that  the 
steps  toward  Russian  stabilization  that  you  are  seeing  now  are 
coming  with  a  proper  IMF  standby  program,  with  substantial  con- 
ditionality  and  substantial  financing,  $6.8  billion.  IMF  and  World 
Bank  funds  are  sufficient  for  Russia  and  they  are  effective,  creating 
a  normal  market  economy  in  Russia. 

Ukraine  and  other  Newly  Independent  States,  however,  are  in 
great  need  of  financial  assistance.  I  was  in  Ukraine  last  week — 
some  areas  of  Ukraine  had  just  got  heating.  The  temperature  was 
about  20  degrees  Fahrenheit.  Large  parts  of  Ukraine  are  cut  off 
from  electricity,  because  the  reformers  have  to  face  up  to  the  hard 
budget  constraints  and  the  money  is  not  there.  Financial  assistance 
in  this  situation  means  that  people  can  live  in  heat  and  light,  and 
that  is  important  for  the  success  of  reform. 

For  the  future,  however,  and  the  future  is  soon  here,  I  think, 
that  the  United  States  should  look  forward  in  two  directions.  One 
is  massive  scholarships  for  the  education  of  students  of  law,  eco- 
nomics, social  sciences,  business  management,  that  were  essen- 
tially missing  under  communism.  The  United  States  could  give 
10,000  scholarships  a  year  for  this.  So  far  the  existing  scholarships 
have  been  heavily  oriented  toward  Russia.  The  other  countries 
need  a  lot  of  educated  people  and  U.S.  universities  can  provide  it. 

The  other  important  thing  for  the  future  is  to  open  the  U.S.  mar- 
ket more  to  exports  from  the  NIS.  The  NIS  are  today  facing  a  vir- 
tual wall,  a  Fortress  Europe,  and  the  United  States  could  do  the 
NIS  a  great  service  if  it  opens  up  its  market  to  a  greater  extent. 
It  would  also  put  the  pressure  on  the  European  Union. 

However,  the  United  States  should  not  only  provide  assistance. 
It  should  also  pose  conditions  on  the  region.  And  I  am  here  think- 
ing of  two  particular  issues.  One  is  the  inordinate  power  within  the 
Russian  economy,  of  the  gas  monopoly  company,  Gazeprom,  which 
needs  to  be  broken  up.  It  is  like  Standard  Oil  in  this  country  and, 
therefore,  it  needs  to  be  broken  up.  There  are  many  Russian  re- 
formers who  think  so  as  well,  and  the  United  States  could  make 
the  difference  by  weighing  in  on  this  issue.  There  are  many  rea- 
sons, for  example,  connected  with  Russian  policy  toward  the  other 
NIS  that  make  this  justified. 

The  other  related  issue  is  to  allow  the  other  NIS  free  access  to 
pipelines  and  to  alternative  energy  sources.  Also,  here,  we  have 
within  Russia  a  balance  of  forces,  and  as  the  current  Azerbaijan 
pipeline  deal  shows,  the  United  States  can  make  a  difference  if  it 
weighs  in,  and  the  United  States  should  be  aware  of  that  and  do 
so. 

So  my  conclusion  is  somewhat  more  optimistic  than  you  mostly 
hear.  A  lot  has  been  accomplished  in  terms  of  economic  reforms  in 
Russia  and  Ukraine.  The  region  is  moving  forward  after  tremen- 
dous crisis  and  the  United  States  has  played  an  active  and  largely 
useful  role. 

Thank  you. 

Mr.  Kim  [presiding].  Next,  Mr.  Harold  Johnson. 
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STATEMENT  OF  HAROLD  J.  JOHNSON,  DmECTOR,  NATIONAL 
SECURITY  AND  INTERNATIONAL  AFFAIRS  DIVISION,  U.S. 
GENERAL  ACCOUNTING  OFFICE 

Mr.  Johnson.  Thank  you  very  much,  Mr.  Chairman.  And  thank 
you  for  inviting  us  to  talk  about  some  of  the  evaluations  that  we 
nave  performed  over  the  last  few  years  on  key  elements  of  U.S.  as- 
sistance to  the  former  Soviet  Union. 

We  view  the  U.S.  bilateral  program  to  help  the  FSU  republics  as 
a  rather  extraordinary  undertaking.  We  have  identified  at  least  23 
U.S.  Grovemment  departments  and  agencies  that  have  obligated  up 
to  $5.4  billion  for  technical  assistance,  exchange  programs,  train- 
ing, food  and  commodity  donations  and  other  projects  through  215 
separate  programs.  So  we  see  this  as  a  fairly  large  expenditure  of 
U.S.  Grovernment  funds. 

In  addition,  $10  billion  has  been  made  available  for  loans,  loan 
guarantees  and  insurance.  This  is  from  fiscal  year  1990  through 
December  1994. 

Given  the  size  and  magnitude  of  this  undertaking,  we  have  fo- 
cused our  work  on  the  following  questions:  Has  the  executive 
branch  established  effective  mechanisms  and  structures  to  assure 
that  program  policy  coordination  among  the  Federal  agencies  oc- 
curs as  called  for  by  the  Freedom  Support  Act? 

Have  assistance  projects  managed  by  AID,  which  is  responsible 
for  most  of  the  direct  assistance,  met  their  objectives,  contributed 
to  systemic  reform,  and  were  there  some  common  characteristics 
that  contributed  to  their  successful  or  less  successful  outcomes? 
And  has  DOD's  Nunn-Lugar  program  stayed  on  schedule,  are  its 
objectives  being  achieved,  has  the  department  implemented  an  au- 
diting evaluation  program  and  what  are  the  program's  long-term 
prospects? 

I  will  briefly  summarize  and  then  I  would  like  to  comment  in 
more  detail  on  some  of  these  matters. 

Our  work  showed  that  until  about  April  1995,  when  the  Presi- 
dent strengthened  the  role  of  the  FSU  coordinator,  the  program 
generally  lacked  effective  coordination.  Evidence  over  the  past  sev- 
eral months,  however,  indicates  that  this  situation  has  markedly 
improved.  Individual  projects  that  we  examine  in  Russia,  projects 
that  are  the  building  blocks  for  programs,  both  those  aimed  at 
helping  promote  economic  reform  and  foster  the  transition  to  de- 
mocracy, have  had  mixed  results.  But  the  successful  projects  gen- 
erally had  some  features  in  common.  They  had  strong  support  at 
all  levels  of  the  Russian  government,  were  fairly  broad  in  scope, 
and  sustainability  was  a  consideration  in  the  project's  beginning. 

The  Nunn-Lugar  program  has  made  progress  over  the  past  year 
and  the  long-term  prospects  for  meeting  its  objectives  appear  prom- 
ising. Nonetheless,  there  are  still  chadlenges  and  problems  to  be 
overcome  in  that  program. 

The  FSU  coordinator's  role  has  been  significantly  expanded  over 
the  total  effort  and  has  been  strengthened,  although  we  still  have 
the  concern  about  a  continuing  problem  with  regard  to  coordination 
on  the  anticrime  program,  and  also  we  found  that  the  interagency 
cooperation  in  implementing  the  Freedom  Support  Act's  programs 
has  improved  with  many  fewer  disagreements  on  program  content 
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between  AID,  State  Department,  and  the  other  implementing  agen- 

cies. 

With  regard  to  the  anticrime  effort,  we  noted  that  it  has  not  been 
fully  integrated  with  other  programs  in  order  to  maximize  the  ben- 
efits of  all  the  activities.  For  example,  the  anticrime  program  has 
not  been  integrated  with  banking  reform,  privatization  or  capital 
markets,  all  areas  that  are  susceptible  to  financial  crimes.  We  are 
expanding  our  look  into  that  matter  at  the  present  time. 

We  also  remain  concerned  about  the  difficulty  that  the  lack  of  a 
clearly  articulated  strategy  for  achieving  Freedom  Support  Act  ob- 
jectives continues  to  pose  for  the  Administration  as  it  attempts  to 
develop  some  criteria  for  determining  when  these  countries  no 
longer  need  assistance  and  can  transition  to  a  more  normal  com- 
mercial relationship.  We  are  beginning  a  more  detailed  study  of 
this  asnect 

With  regard  to  the  projects,  we  reported  in  August  on  our  assess- 
ment of  10  selected  projects  in  Russia  We  evaluated  whether  each 
project  had  met  its  objectives,  contributed  to  systemic  reform,  and 
would  be  sustainable.  r  i.i.  • 

What  we  found  were  mixed  results.  Two  projects  met  all  ot  their 
objectives.  These  were  the  coal  industry  restructuring  and  housing 
sector  reform.  Five  projects  met  some,  and  in  some  cases  most,  of 
their  objectives.  These  were  the  voucher  privatization,  officer  hous- 
ing small  business  development,  district  heating  and  agribusiness 
partnership  projects.  And  three  projects  had  met  few  or  none  of 
their  objectives.  These  were  the  individual  health  care  project,  com- 
mercial real  estate,  and  environmental  policy.  . 

Three  of  the  projects  were  contributing  significantly  to  systemic 
reform  That  is,  they  were  leading  to  fundamental  structural 
changes;  whereas  the  other  seven  projects'  contribution  was  likely 
to  be  somewhat  limited  based  on  what  we  could  see  at  that  time. 

As  I  mentioned,  the  successful  projects  had  certain  characteris- 
tics in  common  that  were  missing  in  others.  They  were  broad  in 
scope  They  had  support  of  the  Russian  government  and  had  sus- 
tainability  built  into  the  project  design.  The  housing  project,  for  ex- 
ample, involved  a  series  of  pilot  projects  related  to  housing  mainte- 
nance, mortgage  lending,  rent  control,  property  rights,  and  were 
designed  to  be  replicated  in  other  parts  of  the  country. 

One  of  the  critical  things  that  we  noted  was  that  the  degree  to 
which  Russian  officials  were  committed  to  reform  in  a  particular 
area  was  key  to  the  success  of  the  project  or  progress  in  that  area. 

The  democracy  programs  that  we  looked  at  also  had  some  mixed 
results.  Although  many  grantees  provided  valuable  assistance  to 
Russian  reformers,  in  only  three  of  the  six  areas  that  we  looked  at, 
independent  media,  electoral  assistance,  and  trade  union  develop- 
ment, did  projects  contribute  to  significant  changes  in  Russia  s  po- 
litical, legal,  and  social  systems.  in  a 

Projects  in  areas  of  political  party  development,  rule  of  aw  and 
civil  military  relationships  have  so  far  had  considerably  less  im- 

^^Let  me  turn  briefly  to  the  Nunn-Lugar  program.  I  will  just  brief- 
ly review  for  you  the  objectives:  To  destroy  weapons  of  mass  de- 
struction, store  and  transport  weapons  in  connection  with  their  de- 
struction, and  reduce  the  risk  of  proliferation. 
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Between  fiscal  years  1992  and  1995,  Congress  provided  about 
$1.2  billion  for  this  project  and  $300  million  is  included  in  the  1996 
budget.  DOD  has  undertaken  more  than  50  projects  since  the  pro- 
gram began  and  has  obligated  about  $880  million  and  spent  $362 
million.  This  is  a  considerable  improvement  over  the  first  report  we 
issued  on  this  program  in  June  1994,  where  only  $223  million  had 
been  obligated.  So  progress  is  certainly  being  made. 

Beginning  in  1996,  several  of  the  Nunn-Lugar  projects  not  di- 
rectly related  to  the  two  objectives  of  destroying  v/eapons  and 
transporting  them,  such  as  the  International  Science  and  Tech- 
nology Center,  nuclear  weapons  control  and  accountability,  and  ex- 
port control  improvements  will  be  turned  over  to  State,  Energy, 
and  Commerce,  respectively. 

We  had  recommended  earlier  that  DOD  institute  a  proactive  ap- 
proach to  planning  its  Nunn-Lugar  activities.  Initially,  it  did  not 
have  a  long-term  plan.  Congress  saw  fit  to  require  DOD  to  develop 
a  multiyear  plan,  and  we  are  currently  making  our  assessment  as 
to  the  adequacy  of  the  multiyear  plan,  at  the  request  of  the  House 
Budget  Committee. 

We  reported  in  June  of  this  year  that  the  Nunn-Lugar  program 
had  made  significant  progress  and  its  long-term  prognosis  for  suc- 
cess appeared  promising.  Nonetheless,  we  noted  that  the  direct  ma- 
terial impact,  in  contrast  to  what  has  already  been  mentioned,  the 
diplomatic  and  negotiating  impact,  was  still  somewhat  limited. 

I  want  to  make  clear  that  it  has  had  direct  material  impact.  For 
example,  it  has  facilitated  the  return  of  hundreds  of  nuclear  war- 
heads from  Ukraine  to  Russia  and  had  other  impacts.  But  the  over- 
all material  impact  relative  to  the  moneys  spent  has  been  some- 
what limited. 

This  is  due,  in  part,  to  the  long-term  nature  of  several  of  the  key 
projects,  such  as  the  fissile  material  storage  facility,  which  were  at 
that  time  in  their  early  stages;  the  fact  that  significant  deliveries 
of  CTR  aid  did  not  begin  until  1994;  and  difficulties  that  the  De- 
fense Department  has  had  working  with  Russians  on  certain  key 
issues.  All  example  of  this  is  the  proposed  chemical  weapons  de- 
struction facility. 

The  United  States  and  Russia  have  yet  to  agree  on  the  applica- 
bility of  a  Russian  technology  to  be  used  in  a  chemical  weapons  de- 
struction facility,  and  even  if  agreement  is  reached  by  March,  and 
the  facility  is  completed  on  schedule,  uncertainties  concerning  re- 
sources and  schedules  may  compromise  Russia's  abilitv  to  destroy 
its  chemical  weapons  stockpile,  in  compliance  with  the  chemical 
weapons  convention's  anticipated  timetables,  assuming,  of  course, 
that  the  convention  enters  into  forcfe  in  1996. 

Mr.  Chairman,  that  concludes  my  remarks. 

Mr.  Kim.  Thank  you,  Mr.  Johnson. 

[The  prepared  statement  of  Mr.  Johnson  appears  in  the  appen- 
dix.] 

Mr.  Kim.  On  behalf  of  the  committee,  I  would  like  to  thank  all 
of  you  for  presenting  a  fine  presentation  this  morning. 

At  this  time,  I  would  like  to  go  around  the  table  and  ask  individ- 
ual members  whether  they  have  any  questions. 

At  this  time,  Mr.  Houghton,  I '  understand  you  have  to  leave 
soon?  Would  you  like  to  ask  a  question  first?  Mr.  Houghton. 
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Mr.  Houghton.  Thanks  very  much.  Thank  you,  Mr.  Chairman. 
Sony  to  bump  in  front  of  other  people,  who  I  am  sure  have  rnore 
weighty  questions  than  I,  but  I  have  got  to  duck  out  of  here.  It  just 
seems  to  me,  in  terms  of  the  issues  that — and  I  came  in  a  Httle  late 
and  I  did  not  hear  you,  General — that  there  are  three  critical  is- 
sues; there  is  the  nuclear,  there  is  the  economic,  and  there  is  the 
crime. 

As  far  as  the  economic,  which  I  know  a  little  bit  about  and  have 
been  involved  with  over  the  years,  the  thing  that  worries  me,  I 
guess,  in  a  way  is  that  we  get  awfully  bureaucratic  and  organized. 
I  don't  mean  to  criticize  anything,  but  here  is  this  particular  pro- 
gram from  the  General  Accounting  Office  in  terms  of  common 
themes  to  successful  projects;  first  is  involved  in  all  levels  of  Rus- 
sian government.  Second,  long-term  physical  presence  by  United 
States;  third,  supporting  all  of  the  Russian  initiatives.  I  know  you 
have  got  to  have  a  structure,  but  it  doesn't  work  that  way.  I  mean, 
you  have  got  to  have  little  pockets  of  successes. 

I  don't  know  a  single  foreign  group  that  has  come  into  my  office 
and  suggested  that  we  have  economic  help  that  has  known  how  to 
attach  themselves  to  the  U.S.  business  community.  Thev  just  don't 
understand  it.  Frankly,  if  somebody  just  pulled  something  out  of 
their  pocket  and  said,  here  are  wage  rates,  here  is  the  technology 
base,  here  are  real  estate  considerations,  here  is  what  we  need, 
here  is  what  the  government  is  willing  to  back  up,  that  it  would 
encourage  many  private  investors  to  go  over  there  and  help. 

Russia  really  doesn't  need  money  but  it  needs  expertise  and  in- 
terest in  product  development  and  market  expertise  and  things  like 
that.  The  person  I  think  of  particularly  is  somebody  like  Don  Ken- 
dall, who  was  a  tremendous  believer  in  the  Soviet  Union,  even  be- 
fore'the  rest  of  the  business  community.  He  knows  what  they  want. 
TTe  has  a  sense 

Putting  apart  the  nuclear  issue  and  the  crime  issue,  it  would 
seem  to  me  that  if  there  was  some  way  of  relating  the  needs  and 
the  opportunities  to  the  American  business  community,  so  when 
somebody  comes  in  and  says  invest  here  rather  than  four  or  five 
other  places,  they  recognize  the  long-term  advantage,  despite  some 
of  the  bureaucratic  impediments.  . 

I  just  throw  that  out  because  I  don't  sense  that  it  is  really  hap- 
pening. Maybe  some  of  you  would  like  to  make  a  comment. 

Ambassador  Armitage.  I  don't  know  if  you  want  a  comment.  I, 
3  years  ago,  had  the  responsibilities  for  the  coordination  of  this  as- 
sistance. I  have  got  to  say  the  biggest  single  disappointment  I  had 
was  U.S.  business  and  the  lack  of  alacrity  with  which  they  were 
willing  to  jump  into  an  unknown.  j  j      i 

In  this  regard,  I  might  say,  however,  that  the  trade  and  develop- 
ment agencies  working  with  U.S.  industries  and  corporations  in 
order  to  get  them  involved  in  different  projects  in  the  12  states  of 
the  former  Soviet  Union,  is,  I  think,  quite  noteworthy  m  order  to 
encourage  U.S.  investment. 

I  know  there  is  some  criticism  of  TDA  because  people  wonder 
why  you  have  to  have  an  aid  program  for  big  corporations.  I  dont 
look  at  it  quite  that  way.  I  think  it  is  a  sign  of  earnest  that  the 
US.  Government  supports  the  general  direction  that  a  U.b.  cor- 
poration is  going  in.  I  also  think  they  have  been  somewhat  success- 
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ful  along  the  lines  that  you  are  suggesting.  But  initially,  when  this 
program  began,  I  think  the  behavior  of  U.S.  companies  was  quite 
cautious. 

Mr.  ASLUND.  Yes.  I  wouldn't  blame  a  private  business  that  it 
hasn't  done  very  much.  Private  business  can't  do  very  much  if  you 
don't  have  the  basic  laws,  which  is  the  job  of  the  legislature  to 
adopt,  and  much  of  it  has  now  been  done  in  Russia.  If  you  don't 
have  macroeconomics  stability,  that  is,  inflation  is  reasonably  con- 
trolled and  that  you  have  reasonably  convertible  currency  and, 
third,  that  you  have  some  sense  of  political  stability  in  the  country. 
These  are  jobs  of  the  state. 

Mr.  Houghton.  Yes.  And  the  only  thing,  if  I  could  just  interrupt 
a  minute,  sir,  there  used  to  be  a  USSR/USA  Trade  and  Economic 
Council.  And  this  is  when  the  Soviet  Union  was  still  intact.  It 
worked  pretty  well.  Banks  came  in.  Businesses  were  interested.  It 
was,  you  know,  obviously  slowed  down  by  the  bureaucratic  progress 
there.  But  I  don't  sense  that  now.  Maybe  it  could  be  reinvigorated. 

Mr.  AsLUND.  Well,  the  Soviet  Union  went  bankrupt  in  December 
1991  and  then  you  don't  get  any  private  business  coming  in.  I  ex- 
pect that  there  will  be  a  big  push  of  private  business  coming  in 
after  the  Presidential  elections  if  no  catastrophe  happens  in  Russia 
and  that  is  what  I  expect.  In  the  intermediary  time,  you  need  gov- 
ernment assistance.  Later  on,  Russia  will  get  sufficient  foreign  di- 
rect investment  and  then  foreign  governments  can  withdraw.  Rus- 
sia won't  need  the  assistance  any  longer. 

Mr.  Houghton.  Thank  you,  Mr.  Chairman. 

Mr.  Kim.  At  this  time  I  would  like  to  recognize  one  of  the  most 
respected  members  of  this  committee,  the  Ranking  Member,  Mr. 
Hamilton. 

Mr.  Hamilton.  Thank  you  very  much,  Mr.  Chairman.  We  are  de- 
lighted to  have  these  witnesses  with  us  this  morning. 

General  Scowcroft  and  Ambassador  Armitage,  you  have  had  ex- 
ceedingly distinguished  records  of  public  service  and  it  is  good  to 
have  you  before  the  committee. 

Dr.  Aslund,  I  have  known  your  name  for  a  long  time,  read  a  lot 
of  your  materials,  and  we  appreciate  your  expertise.  And,  Mr. 
Johnson,  your  studies  have  been  very  important  to  us. 

I  want  to  start  ^Aath  the  varying  assessments  we  get  on  Russia. 
Dr.  Aslund,  you  are  the  optimist,  as  far  as  I  can  see.  I  think  you 
described  yourself  as  that.  You  say  that  reform  is  moving  forward 
and  much  has  been  accomplished,  a  stabilized,  growing  economy, 
irreversible  reform,  industries  are  being  restructured  by  respon- 
sible managers,  exports  moving  up,  declining  crime.  That  sounds 
pretty  good. 

Then  we  hear  from  another  scholar  whose  name  I  am  sure  you 
know.  Marshal  Goldman,  and  we  get  a  very,  very  different  assess- 
ment. He  says  the  privatization  process  has  turned  state  monopo- 
lies into  private  monopolies;  tells  us  that  former  factory  directors 
preside  over  enterprises  that  do  not  respond  to  market  signals;  that 
the  economy  is  dominated  by  the  Mafia,  that  an  electorate  that  had 
been  moving  toward  market  reform  turns  Communist  again. 

What  is  going  on  here,  anyway"?  Is  there  any  wonder  Members 
of  Congress  get  a  little  mixed  up,  hearing  different  views  from  two 
very  respected  analysts.  I  don't  mean  to  put  you  on  the  spot.  Dr. 
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Aslund,  but  I  would  like  to  hear  the  panel  comment  on  this,  the 
Ambassador  and  General  as  well.  What  is  going  on  here?  How  is 
it  that  we  get  such  extraordinarily  different  assessments  from  the 
experts? 

Gro  ahead. 

Mr.  Aslund.  Thank  you,  Representative  Hamilton.  Let  me  just 
take  these  various  elements  you  mentioned  and  comment  on  them. 

I  think  it  is  easiest  to  discuss  the  crime  rate.  Here  we  have  com- 
prehensive statistics.  The  crime  rate  doubled  from  1988  to  1992,  in- 
creased by  1  percent  in  1993,  fell  by  6  percent  last  year,  and  it  is 
increasing,  by  something  like  5  percent  this  year.  This  stagnation 
clearly  shows  there  has  been  a  fundamental  change  and  you  can 
see  this  in  the  business  practices. 

I  visit  the  Russian  bankers  quite  oflen  and  I  ask,  how  do  you  col- 
lect debts,  and  from  this  year  they  say  we  don't  use  any  illegal 
means.  We  go  to  court.  The  courts  started  functioning  reasonably 
this  year.  We  demand  collateral  for  every  credit.  That  is  what  the 
decent  bankers  are  saying.  It  hangs  together.  You  see  that  people 
can  avoid  being  criminal  now,  even  if  they  are  running  reasonably 
big  businesses.  In  the  first  years  it  was  not  possible. 

Mr,  Hamilton.  I  am  reasonably  familiar  with  the  statistics,  but 
what  concerns  me  is  how  we  get  such  a  varying  interpretation.  I 
mean,  why  does  that  arise?  I  would  expect  you  to  defend  your  view 
and  you  should  and  you  do  that  very  ably.  But  why  is  it  we  get 
such  a  varying  interpretation  here? 

Mr.  Aslund.  I  think  it  is  very  much  that  people,  some  people  are 
not  looking  up  on  how  the  development  is  going  on.  They  are  rath- 
er looking  up  on  how  it  was  before  and  how  it  is  now,  and  then 
you  have  a  different  understanding  of  the  processes. 

What  I  am  expecting  in  Russia,  it  is  approximately  the  kind  of 
increased  law  abidance  that  we  saw  in  Europe  during  the  second 
half  of  the  last  century;  that  you  get  an  explosion  of  crime  when 
you  have  a  big  liberalization  but  then  it  tends  to  decline. 

Mr.  Hamilton.  Let  me  hear  from  the  other  members  of  the 
panel.  How  do  they  look  at  this  broad  trend  question? 

Ambassador  Armitage.  You  are  very  kind  to  describe  the  various 
people  as  expert.  Congressman  Hamilton,  but  I  think  the  fact  of 
the  matter  is  that  there  are  no  experts.  The  situation  in  the  Rus- 
sian Federation  is  sui  generis.  We  all  have  a  lot  of  experience  talk- 
ing about  capitalist  countries  going  Communist.  Noone  has  had 
any  experience  going  the  other  way.  And,  if  one  assumes  that  it 
took  70  years,  basically,  from  our  point  of  view  of  criminal  behavior 
to  get  them  in  to  today's  pot,  it  is  going  to  take  quite  awhile  to  get 
them  out. 

I  think  that  one  is  either  optimistic,  pessimistic,  or  could  have 
figures  to  back  up  either  side  of  the  equation.  I  prefer  to  take  (I 
will  be  accused  of  being  Chinese,  I  guess)  a  long-term  view  of  this 
matter.  It  seems  to  me  that  if  the  aftershocks  of  the  dissolution  of 
the  Ottomon  Empire  are  still  being  felt  today,  most  recently  in 
Bosnia,  then  you  can't  express  or  expect  a  seamless  transition  to 
something  like  a  democracy  or  market  economy  in  4  or  5  years. 

Ambassador  Armitage.  So  I  think  you  can  use  the  figures  to 
back  up  any  point  of  view.  The  fact  of  the  matter  is  that  it  is  very 
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difficult  to  put  the  Communist  genie  back  in  the  bottle  after  it  has 
gotten  out. 

Mr,  Hamilton.  Do  you  tend  toward  the  more  optimistic  view  or 
the  more  pessimistic  view? 

Ambassador  Armitage.  In  terms  of  their  economy  and  privatiza- 
tion, I  am  much  more  optimistic.  But  I  am  not  as  optimistic  as 
many  in  this  Administration  have  been  about  the  development  of 
anything  like  a  strategic  partnership.  Because  the  Russian  Federa- 
tion spans  the  Eurasian  land  mass,  we  have  interests  on  both  sides 
and  all  around  it  and  we  are  going  to  necessarily  bump  up  against 
them  from  time  to  time. 

Mr.  Hamilton.  But  even  with  those  suspicions  you  have  about 
Russian  policy  you  would  support  the  aid  program  going  forward? 

Ambassador  Armitage.  No  question.  You  need  to  continually 
have  any  administration  explain  their  rationale,  and  you  need  to 
make  sure  that  their  programs  back  up  that  rationale. 

Mr.  Hamilton.  General,  this  trend  line 

General  SCOWCROFT.  Strangely  enough,  I  think  both  extremes 
are  right  in  a  way.  There  are  two  revolutions  going  on  in  the  Rus- 
sian Federation  right  now,  a  political  one  and  an  economic  one,  and 
they  are  both  very,  very  fundamental.  I  think  actually  the  economic 
one  is  going  somewhat  better  than  the  political  ones. 

I  am  not  an  economist,  but  I  would  guess  that  fundamentally  the 
economy  is  bottoming  out.  The  bad  things  we  see  are  not  dissimilar 
to  the  kind  of  rampant  capitalism  that  we  went  through  in  our  own 
industrialization  period  in  the  latter  part  of  the  19th  and  early  part 
of  the  20th  century  when  there  were  virtually  no  government  con- 
trols and  everybody  just  did  their  own  things. 

I  am  much  more  concerned  about  the  political  development 
which  is  not  keeping  pace,  and  my  introductory  comments  snow  a 
concern  that  the  Russian  Federation  may  turn  toward  the  other 
NIS  and  try  to  control  or  reincorporate  them.  That  would  stifle  the 
kind  of  political  development  in  Russia  that  would  be  beneficial. 

Mr.  Hamilton.  I  would  like  you  to  comment  on  this  question  of 
leadership.  Yeltsin  is  ill  and  running  very  poorly,  I  guess,  in  the 
polls;  nobody  is  running  very  high.  Tnere  are  several  names  float- 
ing around  as  possible  potential  leaders.  In  terms  of  U.S.  policy, 
what  do  we  do  now? 

One  of  the  criticisms  often  made  of  Clinton  administration  policy, 
and  also  made  of  Bush  policy,  is  that  we  focus  too  much  on  Yeltsin. 
Now  you  have  a  very  fragile  situation  there  so  far  as  Yeltsin  is  con- 
cerned. What  does  this  tell  you  about  the  way  the  United  States 
ought  to  deal  with  Yeltsin  and  with  the  range  of  Russian  leaders 
as  a  policy  question? 

General  ScowcROFT.  Given  the  fundamental  kinds  of  things 
going  on  politically  now  in  the  Russian  evolution,  the  United 
States,  with  the  instruments  it  has  available  to  it,  is  sort  of  like 
ants  on  a  rafl.  We  are  not  going  to  have  much  influence.  They  are 
responding  to  domestic  circumstances. 

I  am  increasingly  concerned  about  the  elections  next  summer  for 
several  reasons.  Yeltsin  is  physically  weak,  and  is  unpopular.  The 
people  around  him  will  push  him  very,  very  hard  to  run  because 
they  have  an  enormous  amount  at  stake  here.  If  Yeltsin's  group 
loses  they  might  lose  not  only  an  election,  they  might  all  end  up 
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in  jail.  There  are  great  stakes  here  for  all  parties,  and  I  think  we 
can  look  for  a  pretty  rough  election, 

Mr.  Hamilton.  So  do  we  begin  trying  to  deal  with  some  of  these 
other  Russian  leaders? 

General  Scowcroft.  I  think  we  need  to. 

Mr.  Hamilton.  Do  you  agree  with  that,  Ambassador? 

Ambassador  Armitage.  Yes.  To  put  it  very  simply,  your  question 
was  what  do  we  do.  I  think  what  we  do  is  the  following:  have 
transparent  policies  that  are  not  based  on  personalities  but  on  in- 
terest. Therefore,  whoever  comes  to  the  top  of  the  Russian  Federa- 
tion— and  you  and  I  have  no  say  in  it — they  will  understand  where 
we  are  coming  from.  That  is  the  most  important  thing  I  think  we 
can  do  for  these  fellows. 

Mr.  ASLUND.  I  wonder  here  if  the  Presidential  election  will  really 
become  that  important,  because  it  is  a  very  strange  situation  that 
everything  seems  to  be  up  for  grabs  for  a  very  strong  Presidential 
power,  I  think  we  should  look  to  the  opportunities  of  constitutional 
changes  after  the  Duma  election,  but  no  one  is  discussing  that  now, 
which  would  considerably  diminish  the  risk  that  General  Scowcroft 
is  rightly  talking  about. 

Mr.  Hamilton.  Thank  you,  Mr.  Chairman.  Thank  you  for  your 
leniency  on  allowing  me  time. 

Mr.  Kim.  Thank  you. 

At  this  time,  I  would  like  to  recognize  Mr.  Gilman,  the  Chairman 
of  this  committee. 

Chairman  Gilman.  Thank  you,  Mr.  Kim. 

I  want  to  thank  our  panelists  for  being  here  today.  I  regret  we 
had  other  demands  that  did  not  let  me  arrive  at  the  early  part  of 
this  hearing.  It  is  very  helpful  to  us  to  have  the  expertise  of  this 
panel  before  us. 

I  have  been  looking  over  a  GAO  report  that  assesses  the  nuclear 
safety  of  the  facilities  and  discusses  the  sources  of  radiation  from 
the  former  Soviet  Union.  With  regard  to  the  Nunn-Lugar  demoli- 
tion of  some  of  the  nuclear  weaponry,  are  those  weapons  now  being 
stored  in  safe  areas  and  what  about  the  nuclear  facilities  in  Rus- 
sia? Are  they  in  a  safe  condition?  Can  anyone  comment  on  that? 

Mr.  Johnson.  We  have  not  had  access  to  storage  facilities  for 
weapon  warheads.  We  have  examined  and  are  preparing  a  report 
now  on  materiel,  protection,  accountability  and  control  in  areas 
outside  of  warheads. 

The  Ministry  of  Defense  does  not  have  responsibility  for  warhead 
storage,  but  rather  the  Ministry  of  MINATOM — the  Ministry  of 
Atomic  Energy — ^has  this  responsibility.  There  are  numerous  prob- 
lems in  accountability  and  in  protecting  direct  use  materiel  that  is 
susceptible  to  diversion.  It  is  a  problem  that  is  recognized,  and 
DOD  and  the  Department  of  Energy  are  both  working  with 
MINATOM  to  help  correct  the  problem.  It  has  gotten  off  to  a  fairly 
slow  start,  however,  because  MINATOM  has  been  reluctant  to 
allow  DOD  to  participate  on  a  government-to-government  level. 

The  Department  of  Energy's  lab-to-lab  program  has  been  consid- 
erably more  successful.  They  have  been  able  to  get  in  under  the 
radar,  so  to  speak,  and  have  direct  relationships  on  a  lab-to-lab 
basis  to  help  in  providing  technical  assistance  as  well  as  equip- 
ment. 
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The  trail  that  is  used  to  account  for  direct  use  materiel  is  basi- 
cally a  paper  trail.  They  don't  use  computers.  We  are  providing 
some  computer  assistance  in  that  regard.  Some  of  the  facilities  we 
visited  had  very  poor  security — they  had  no  TV  cameras,  and  it 
was  easy  to  breach  the  perimeter.  There  was  a  great  deal  of  con- 
cern in  that  respect. 

Chairman  Oilman.  It  sounds  like  a  very  serious  matter.  Who  in 
our  Administration  is  responsible  for  doing  things  about  that? 

Mr.  Johnson.  That  responsibility  is  being  turned  over  to  the  De- 
partment of  Energy.  As  I  mentioned,  both  DOD  and  the  Depart- 
ment of  Energy  shared  responsibility  for  that,  the  Department  of 
Defense  with  the  Nunn-Lugar  money  and  the  Department  of  En- 
ergy with  its  own  funds.  But  that  responsibility  will  transfer  now 
in  fiscal  year  1996  totally  to  the  Department  of  Energy. 

Chairman  Oilman.  I  would  hope  that  we  would  find  some  better 
ways  of  making  certain  that  these  storage  facilities  are  going  to  be 
secure,  that  there  are  going  to  be  better  safety  regulations.  I  would 
welcome  any  recommendations  you  may  have  for  our  committee  for 
enhancing  that  concern. 

Mr.  Johnson.  I  would  mention  our  impression  is — and  it  is  just 
an  impression — that  the  warheads  you  mentioned  at  the  beginning 
of  your  question  are  fairly  well  secured. 

Chairman  Oilman.  Thank  you,  Mr.  Johnson. 

Ambassador  Armitage,  how  do  you  \new  the  current  coordination 
operation  of  all  our  assistance  programs  for  the  newly  created  inde- 
pendent states?  Is  our  assistance  being  provided  in  the  most  effec- 
tive and  acceptable  manner? 

Ambassador  Armitage.  I  think  that,  regarding  coordination, 
Dick  Momingstar's  position  has  been  significantly  strengthened  by 
the  President  by  ^ving  him  great  authority.  I  think  he  is  having 
a  good  deal  of  success  bringing  the  disparate  providers  of  assist- 
ance under  some  umbrella.  I  believe  this  is  generally  agreed  to  by 
OAO. 

I  think  that  for  the  Russian  Federation,  we  now  have  a  relatively 
limited  amount  of  money  primarily  going  to  trade  and  investment 
and  some  democracy  programs  I  think  this  is  right.  In  the  other 
states.  Brent  has,  I  think  correctly,  pointed  out  the  difficulties  of 
our  support  for  Armenia;  and  the  cost  of  our  relationship  with 
Azerbaijan,  therefore  Congress  should  look  to  see  if  we  can't  re- 
move the  prohibitions  of  907. 

Chairman  Oilman.  Oeneral  Scowcroft  and  Ambassador  Armi- 
tage, how  do  you  view  that  report  that  we  have  been  reading  in  the 
press  that  a  portion  of  the  money  loaned  to  the  Russian  govern- 
ment by  the  IMF  has  been  used  by  Russian  intelligence  personnel 
to  pay  off  Mr.  Ames?  Are  there  other  abuses  of  that  nature  that 
we  should  be  taking  a  look  at? 

Oeneral  Scowcroft.  Well,  I  don't  have  any  direct  knowledge 
about  that.  It  sounds  to  me  like  a  nice  juicy  story.  I  am  sure  that 
there  is  money  being  used  to  pay  off  some  of  the  activities  of  Mr. 
Ames,  but  I  have  no  reason  to  think  that  IMF  plays  a  big  role  in 
that.  There  is  always  a  problem  of  the  disbursal  of  funds  and  con- 
trol over  those  funds,  but  I  have  no  direct  knowledge  about  how 
IMF  does  it. 
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Chairman  Oilman.  I  was  reading  from  a  Washington  Times  arti- 
cle of  December  10th  in  which  they  said  the  Senate  Intelligence 
Committee  is  investigating  whether  Russia  misused  these  funds. 
Do  any  of  the  panelists  have  information  about  misuse? 

Mr.  AsLUND.  This  is  really  an  impossible  issue.  Here  you  have 
funds  coming  into  a  state  and  you  have  a  state  paying  money. 
Funds  are  perfectly  fungible.  One  can't  sav  that  any  IMF  money 
is  earmarked  for  Ames.  That  is  an  impossible  accusation. 

Chairman  Oilman.  I  would  hope  that  if  any  of  the  panelists  get 
any  further  information  of  that  nature  you  would  bring  it  to  the  at- 
tention of  our  committee. 

I  am  asking,  with  regard  to  the  crime  problems,  what  is  the  pos- 
sibility that  organized  crime  elements  or  former  KOB  operatives 
may  have  gotten  hold  of  or  skimmed  anv  of  the  massive  foreign  as- 
sistance we  have  provided  in  the  region/ 

Mr.  Johnson.  Let  me  take  a  crack  at  that.  Most  of  the  bilateral 
assistance  that  the  United  States  has  provided  goes  in  the  form  of 
technical  assistance  or  equipment,  not  in  cash.  But,  having  said 
that,  there  is  always  the  opportunity  for  organized  crime  to  become 
involved  in  projects  that  we  may  be  associated  with.  We  did  not  see 
that  when  we  were  doing  our  work.  We  heard  some  allegations  to 
that  effect,  but  we  didn't  directly  see  any. 

We  have  also  seen  studies  that  indicate  that  organized  crime  is 
not — and  I  stress  indicate — that  organized  crime  is  not  making 
heavy  inroads  into  the  privatized  businesses.  The  evidence  that  is 
presented  in  these  studies  shows  that  the  ownership  that  occurred 
at  the  time  privatization  took  place  has  not  changed  radically,  giv- 
ing you  some  clue  that  organized  crime  is  not  making  inroads. 

Chairman  Oilman.  There  is  no  money  laundering  into  invest- 
ment by  organized  crime? 

Mr.  Johnson.  We  don't  know  that. 

Chairman  Oilman.  Both  Oeneral  Scowcrofl  and  Ambassador 
Armitage,  how  do  you  view  the  NATO  expansion  into  Eastern  Eu- 
rope? Should  we  move  any  faster  in  that  direction,  slower  or  not 
do  anything?  And  what  is  Russia's  attitude? 

Oeneral  Scowcroft.  Well,  I  believe  that  having  made  the  deci- 
sion that  it  was  a  matter  of  when,  not  if,  that  we  should  move  very 
rapidly,  because  I  think  delay  increases  the  problems,  increases  the 
friction  and  increases  the  negative  way  that  expansion  will  be 
viewed  in  the  Russian  Federation.  At  this  particular  point,  though, 
it  probably  would  be  prudent  to  wait  until  after  the  Presidential 
elections  next  summer.  But  then  I  think  we  ought  to  move  with 
alacrity. 

Chairman  Oilman.  Which  countries  do  you  think  we  ought  to  be 
favoring  with  regard  to  expansion? 

Oeneral  Scowcroft.  I  would  say  that  we  ought  to  focus  on  Po- 
land, the  Czech  Republic  and  Hungary. 

Ambassador  Armitage.  I  don't  disagree. 

I  want  to  point  out  something.  First  of  all,  the  remonstrations 
from  the  Russian  Federation  about  expansion  of  NATO  are  ridicu- 
lous. The  Russian  Federation  and  our  friends  in  Moscow  know  fully 
well  why  Poland,  Hungary  and  others  are  frightened  still.  They 
have  a  very  robust  understanding  of  that.  Saying  that  we  ought  to 
expand  NATO  is  a  rather  glib  way  of  talking  about  this. 
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You  are  actually  saying  that  you  are  willing  to  put  U.S.  service 
people  into  battle  to  defend  Hungary  and  Poland.  That  is  what  you 
are  saying  when  you  expand  NATO.  You  are  not  saying  something 
against  the  Russian  Federation.  This  is  not  a  debate  that  I  have 
heard  up  here,  nor  from  the  Administration.  I  would  like  that  de- 
bate to  be  held.  It  seems  to  me  that  is  the  way  things  should  work 
around  here. 

Chairman  GiLMAN.  Thank  you.  I  want  to  thank  the  panel  for 
making  themselves  available  to  this  committee.  Thank  you,  Mr. 
Chairman. 

Mr.  Kim.  I  would  like  to  recognize  the  gentleman  from  Virginia, 
Mr.  Moran. 

Mr.  MORAN.  Thank  you,  Mr.  Kim. 

I  am  glad  that  you  made  the  point  that  you  just  did,  Ambassador 
Armitage,  because  that  really  seems  to  be  the  issue,  the  extent  to 
which  we  are  willing  to  commit  troops  and  substantial  funds.  Once 
we  commit  we  have  to  gp  all  the  way  and  assure  that  these  have 
a  chance  of  becoming  thriving  democracies. 

Let  me  throw  out  a  couple  of  observations.  If  you  take  very 
strong  issue,  feel  free  to  interrupt.  I  have  a  number  of  points,  one 
with  regard  to  the  pervasiveness  of  corruption. 

We  had  an  interesting  breakfast  with  the  Russian  Federation 
ambassador  yesterday  that  brought  this  up,  that  it  is  such  a  dis- 
incentive to  get,  for  example,  a  number  of  defense  contractors  and 
high  tech  firms  in  my  area  in  Northern  Virginia  to  put  forth  much 
effort  to  try  to  develop  mergers,  acquisitions,  substantial  inter- 
national trade  ties  with  Russia  because  of  the  pervasive  nature  and 
particularly  because  of  the  bureaucracy.  It  was  suggested  avoid  the 
bureaucracy,  that  the  best  way  to  do  it  is  to  make  contacts  with 
firms  that  our  Commerce  and  State  Department  can  suggest  are 
credible,  honest  firms  and  let  them  run  interference  for  you,  that 
the  government  is  not  in  a  situation  where  you  can  really  look  to 
them  in  the  way  that  you  would  in  the  United  States  to  protect  you 
from  corruption. 

I  share  your  intense  concern  over  the  coming  elections,  but  it 
seems  fi-om  most  of  the  people  that  you  talk  with  that  most  of  the 
gains  are  irreversible  in  terms  of  free  enterprise,  perhaps  not  de- 
mocracy, but  economic  gains  at  least.  Because  most  people  under- 
stand that  if  you  go  back  to  a  state-controlled  economy  there  are 
just  so  many  people  who  will  want  a  cut  of  any  money  going 
around,  and  there  isn't  the  level  of  productivity  that  would  enable 
them  to  do  that,  so  they  have  no  capability  of  retreating.  And  there 
are  also  enough  people  now  with  a  substantial  financial  stake,  legal 
or  otherwise,  in  the  economy  the  wav  it  is  running,  and  since 
power  oftentimes  follows  dollars  that  tney  would  not  let  that  hap- 
pen. So  it  seems  that  we  are  talking  more  about  political  retrench- 
ment than  economic  retrenchment. 

Although  I  remember  making  a  naive  comment  to  Ambassador 
Straus  one  time,  "Aren't  you  afraid  that  Russia  could  experience  a 
robber  baron  era  similar  to  what  the  U.S.  experienced?"  And  he 
said,  "Grod,  I  pray  that  that  will  happen."  So  that  may  be  where 
we  are. 

Specifically  though,  on  some  of  the  Newly  Independent  States,  it 
seemed  as  though  we  may  have  let  strategic  concerns  take  a  back 
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seat  to  some  American  ethnic  interests  in  the  United  States  in 
dealing  particularly  with  the  pipeline  and  the  relationship  between 
Azerbaijan  and  Armenia,  that  that  pipeline,  had  we  been  able  to 
put  a  large  pipeline  through  Armenia  and  create  economic  inde- 
pendence that  not  only  would  it  have  resolved  much  of  the  conflict 
there  but  it  was  exactly  what  would  have  been  in  the  U.S.  interest. 

I  don't  know  that  we  have  other  ways  of  exerting  influence  in 
some  of  these  other  States.  Belarus  seems  to  be  the  worst;  and  we 
have  got  states  like  Kurdistan,  particularly,  who  would  love  to,  if 
they  had  something  to  offer.  Most  seem  to  only  be  able  to  offer 
their  seed  corn  in  the  way  of  natural  resources. 

But  we  have  a  situation  in  Ukraine — maybe  this  is  the  most  spe- 
cific situation  where  I  would  ask  all  of  you  to  comment  to  the  ex- 
tent of  your  involvement.  During  a  December  5  meeting,  Richard 
Momingstar,  Coordinator  for  Assistance,  reportedly  warned  the 
Ukrainian  Deputy  Minister  that  U.S.  privatization  aid  could  be  cut 
due  to  Ukraine's  very  poor  privatization  record.  Is  this  the  way  we 
ought  to  exercise  influence  over  a  state  like  Ukraine  that  is  not 
making  the  progress  that  we  anticipated  and  need  to  be  able  to  ex- 
pect if  we  are  going  to  be  putting  money  there? 

Let  me  lead  off  with  that,  and  respond  to  other  points  that  I 
have  made.  General  Scowcroft. 

General  Scowcroft.  On  the  last  point,  I  would  say  that  with  re- 
spect to  Ukraine,  I  agree  with  the  comments.  Ukraine  got  off  to  a 
very  bad  start,  and  their  economy  virtually  collapsed.  I  think  we 
ought  to  be  a  little  patient  now.  I  think  President  Kuchma  is  work- 
ing very  hard  to  get  things  back  on  track.  We  have  a  long  way  to 
go,  but  I  would  counsel  patience. 

On  the  issue  of  Armenia,  pipelines  and  so  on,  the  route  for  the 
major  pipeline  is  still  an  open  issue.  They  have  decided  on  two  in- 
terim small  pipelines.  But  Azerbaijan  is  not  likely  to  want  a  pipe- 
line to  go  through  Armenia  with  the  present  state  of  Armenia-Azer- 
baijan relations,  and  that  is  what  we  ought  to  work  on.  We  are  not. 
We  are  wholly  on  one  side  of  that  issue,  to  our  own  jeopardy. 

Mr.  MORAN.  As  the  Ambassador  responds,  you  might  include  a 
comment  with  regard  to  the  balance  of  payment  situation  with 
Ukraine  as  well.  Should  we  try  to  maintain  a  bilateral  commitment 
in  terms  of  balance  of  payments? 

Ambassador  Armitage.  I  will  respond  to  several  things. 

First,  I  think,  regarding  Mr.  Morningstar's  comments  on  the 
meeting  December  5,  Mr.  Momingstar  has  a  tough  job.  He  has  a 
responsibility  to  you  and  to  the  taxpayers  regarding  the  money  he 
is  throwing  around.  He  also  has  a  responsibility  to  try  to  move  pri- 
vatization ahead,  and  I  think  he  is  doing  it  in  a  pretty  astute  way. 

I  believe  that  if  a  little  shock  therapy  is  needed  to  cut  off  avail- 
ability of  funds  and  it  is  something  that  Mr.  Momingstar  deter- 
mined is  in  our  general  interest  and  ultimately  in  the  interest  of 
Ukraine,  let's  let  nim  have  at  it,  and  you  will  be  able  to  judge  him 
in  subsequent  testimonies  up  here.  I  think  he  is  probably  doing  the 
right  thing.  There  is  a  need  to  push  hard  in  Ukraine,  and  I  think 
everyone  here  recognizes  that. 

On  balance  of  payments  support,  I  am  a  big  fan  of  this  because 
there  are  so  many  ways  you  can  affect  balance  of  payments  from 
Public  Law  480  programs  to  actual  cash.  The  leverage  you  get  for 
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relatively  small  amounts  of  cash  from  the  United  States  in  a  con- 
sultative group  forum  with  the  World  Bank  and  all  the  other  do- 
nors is  phenomenal.  I  saw  that  first  hand. 

For  instance,  $15  million  from  the  United  States  can  leverage 
hundreds  of  millions  of  dollars  in  the  consultative  group.  So  bal- 
ance of  payments  is  something  I  am  very  much  in  favor  oi. 

Finally,  I  would  like  to  throw  some  more  gasoline  on  the  Azer- 
baijani-Armenian fire.  You  correctly  describe  the  present  situation 
about  American  domestic  concerns.  I  have  no  doubt  that,  left  to 
their  own  devices  and  free  from  interference  from  the  diaspora 
community  here  and  the  Russian  Federation,  President  Aliyer  and 
President  Ter-Petrossian  in  Armenia  would  rather  rapidly  work  out 
their  differences.  That  is  where  we  ought  to  be  concentrating  our 
efforts. 

Mr.  MORAN.  And  the  NK  forces  might  lose  control  of  the  situa- 
tion to  the  folks 

Ambassador  Armitage.  It  is  a  very  real  possibilitv  that  our 
friends  in  Armenia  could  win  the  battle  and  really  lose  tne  war. 

Mr.  MoRAN,  That  is  a  very  serious  concern.  I  am  glad  you  raised 
that.  I  would  agree  that  Mr.  Aliyer  and  Mr.  Ter-Petrossian  could 
work  that  out,  and  perhaps  if  we  encourage  them  particularly. 

As  you  respond.  Dr.  Aslund,  let  me  throw  in  one  other  issue,  the 
privatization  vouchers  that  AID  is  so  proud  of.  Should  they  be  as 
proud  of  the  impact  that  they  have  had  in  terms  of  the  Russian  pri- 
vatization effort? 

Mr.  Aslund.  Yes.  I  think  that  this  is  one  of  the  greatest  achieve- 
ments that  AID  has  done. 

Imagine  85  percent  of  Russian  industry  is  now  private  and  20  to 
25  percent  of  these  enterprises  have  new  management.  You  have 
takeovers  by  young  Russians  who  want  to  put  these  enterprises 
into  shape,  and  this  gives  employment.  It  gives  efficient  enter- 
prises. Without  this  privatization  it  would  not  have  happened;  and, 
therefore,  I  am  quite  confident  also  on  the  survival  of  the  Russian 
pluralism,  not  saying  democracy  specifically,  but  certainly  a  degree 
of  pluralism  anyhow. 

I  was  in  Ukraine  last  week  when  Ambassador  Morningstar  was 
there.  I  didn't  participate  in  those  meetings,  but  I  think  he  did  the 
right  thing. 

Ukraine  is  now  in  a  serious  crisis  in  its  economic  reform  pro- 
gram. They  can  fail  or  they  can  succeed.  The  United  States  is  pro- 
viding Ukraine  with  a  lot  of  support,  and  the  United  States  is  pop- 
ular in  Ukraine,  unlike  in  Russia  today.  The  United  States  should 
use  this  leverage,  and  then  you  should  not  only  be  kind.  You 
should  also  be  hardfisted  when  necessary. 

I  think  this  is  such  an  occasion.  Ukraine  is  now  on  the  verge  of 
slipping  out  of  its  IMF  standby  program.  If  that  happens,  that  is 
very  serious  business.  So  I  think  that  in  these  circumstances  the 
United  States  should  put  pressure  specifically  on  the  privatization 
program. 

Frankly,  I  think  that  there  is  too  much  money  in  the  Ukrainian 
privatization  program.  The  United  States  has  spent  more  on 
Ukrainian  privatization  that  has  barely  started  than  on  the  Rus- 
sian privatization  that  is  complete,  and  as  a  result  of  this  you  have 
sort  of  a  bureaucratic  interlock  with  lots  of  American  consultants 
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making  a  lot  of  money  by  not  doing  very  much.  And  then  you 
should  cut  funds — not  eliminate  them  but  cut  them  seriously — and, 
frankly,  I  think  you  will  get  more  work  done  in  that  way.  I  think 
that  Ambassador  Morningstar  is  active  and  very  responsible,  and 
I  think  that  there  is  a  good  chance  that  he  will  accomplish  some- 
thing. 

Going  back  to  the  pervasiveness  of  corruption,  indeed  that  is  the 
central  problem  today  in  Russia.  It  is  a  tough  and  rough  and  messy 
market  economy  we  see.  Hopefully,  privatization  and  liberalization 
have  gone  far  enough  so  corruption  can  be  evaded,  as  you  suggest. 

But  the  big  problem  remains.  Many  of  the  Russian  top  politicians 
are  heavily  corrupt,  and  the  total  amount  of  money  individuals 
have  amassed  are  in  the  hundreds  of  millions  of  dollars.  And  how 
do  you  get  rid  of  such  people?  Through  Democratic  elections. 

So  therefore  I  think  that  these  parliamentary  elections  can  bring 
about  a  substantial  cleansing  that  we  would  like  to  see  in  any 
state.  Therefore  I  think  that  the  elections  can  bring  a  lot  of  good 
to  Russia,  even  if  the  politicians  who  are  elected  might  not  be  of 
a  color  that  we  would  prefer. 

Mr.  MORAN.  You  must  be  an  easy  guy  to  live  with.  You  are  con- 
sistently optimistic  and  positive. 

Mr.  Kim.  The  gentleman's  time  has  expired. 

At  this  time,  the  Chair  recognizes  Ms.  Ros-Lehtinen. 

Ms.  Ros-Lehtinen.  Thank  vou  so  much,  Mr.  Chairman.  I  apolo- 
gize to  our  very  distinguished  set  of  panelists  for  arriving  so  late. 

I  just  have  one  question.  I  bet  you  would  never  guess  what  I  am 
going  to  tie  Russian  aid  to,  but  do  you  believe  that  the  United 
States  should  continue  to  provide  assistance  and  debt  rescheduling 
for  Russia  if  Russia  insists  on  increasing  its  economic  contacts  with 
Communist  Cuba  and  involves  itself  in  finishing  the  controversial 
nuclear  reactor  project  in  Cienfuegos,  Cuba? 

Ambassador  Armitage.  I  have  said,  Congress  woman,  in  my  testi- 
mony that  we  should  judge  Russia  by  her  behavior,  and  behavior 
with  Cuba  and  the  nuclear  reaction  is  one  of  those  elements.  I  don't 
think  I  am  prepared  to  say  that  we  ought  to  cut  off  necessarily  our 
nose  to  spite  our  face.  I  would  like  to  see  our  other  equities  in- 
volved before  we  make  a  decision  of  that  magnitude.  But  I  think 
that  judging  Russia  by  her  behavior  is  a  proper  position  for  U.S. 
policymakers. 

General  Scowcroft.  I  would  agree,  and  I  think  that  the  Russian 
motivation  is  very  likely  economic  rather  than  political  with  respect 
to  Cuba,  and  we  ought  to  look  at  ways  that  they  might  be  diverted 
from  going  ahead  on  an  economic  basis. 

Mr.  Kim.  Any  further  questions? 

I  would  like  to  thank  our  witnesses  today  for  your  taking  your 
time  and  sharing  your  views  with  us. 

This  hearing  is  now  adjourned. 

[Whereupon,  at  12  noon,  the  committee  was  adjourned.] 
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I  would  like  to  offer  my  thanks  to  Chairman  Oilman  and  the 
members  of  the  Committee  for  the  opportunity  to  discuss  with 
you  our  policy  toward  the  Newly  Independent  States  (NTS)  of  the 
former  Soviet  Union.   Bipartisanship  in  developing  and 
implementing  policy  toward  the  NIS  has  been  a  source  of 
strength  for  American  leadership  in  this  area.   This  sense  of 
shared  purpose  was  evident,  for  instance,  in  passage  of  the 
Freedom  Support  Act  and  has  been  evident  in  the  broad  support 
for  our  range  of  programs  in  the  NIS.   I  hope  to  build  on  this 
commitment  for  shared  goals  and  objectives  in  today's  hearing. 

The  collapse  of  the  Soviet  Union  has  presented  an 
historical  challenge  and  opportunity  for  U.S.  foreign  policy: 
to  assist  the  transformation  of  the  former  Soviet  Union  into  a 
region  of  sovereign,  democratic  states  respectful  of  the  human 
rights  of  their  citizens,  the  security  and  independence  of 
their  neighbors  and  committed  to  participation  in  the  European 
family  of  nations  as  fully  integrated  participants  in  a  future 
undivided  Europe.   Of  course,  the  principal  responsibility  for 
the  establishment  of  this  order  rests  with  the  peoples  of  the 
area.   But  American  leadership,  steadiness,  and  democratic 
principles  remain  influential  elements  as  these  new,  young 
states  define  themselves  and  their  relations  with  neighbors  and 
the  broader  outside  world.   It  is  this  role  that  I  would  like 
to  discuss  with  you  today. 

Our  engagement  with  this  region  is  firmly  grounded  in 
vital  American  interests.   For  the  past  fifty  years,  the 
principal  threat  to  our  security  came  from  the  vast  region  of 
Eastern  Europe  and  Central  Eurasia.   As  recently  as  the  start  ' 
of  this  decade,  our  cities,  as  well  as  our  military,  were 
targetted  by  thousands  of  nuclear  warheads  based  in  this  area. 
Those  missiles  are  no  longer  pointed  in  our  direction.   Indeed, 
thousands  are  being  destroyed.   And  we  have  worked  closely  with 
Kazakstan,  Ukraine  and  Belarus  to  dismantle  weapons  and 
safeguard  the  materials  as  they  eliminate  the  nuclear  weapons 
on  their  soil  entirely  and  join  the  ranks  of  non-nuclear 
weapons  states.   These  are  signal  accomplishments  of  American 
diplomacy.   By  sharply  reducing  the  threat  that  emanates  from 
this  region,  we  have  made  Americans  safer  and  we  have  eased  the 
defense  burden  of  the  Cold  War  years. 
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Our  policy  is  designed  to  prevent  the  re-emergence  of 
another  such  threat  to  U.S.  security.   The  surest  way  to  do 
that  is  to  turn  former  adversaries  into  partners  in  the 
international  community.   The  most  reliable  partners  are 
democratic,  market  economies.   Drawing  these  countries  into  a 
matrix  of  relationships  —  political,  economic,  security  —  is 
part  of  ensuring  this  result. 

What  does  this  mean  for  American  policy?   We  pursue  a 
complex  set  of  interlocking  objectives: 

—  We  are  encouraging/helping  the  Newly  Independent 
States  to  democratize  and  to  develop  market  economies; 

—  We  are  seeking  to  encourage  the  integration  of  the 
NIS  into  international  political  and  economic 
institutions,  and  to  construct  a  durable  security 
structure  for  Europe; 

—  We  are  seeking  to  limit  and  reduce  weapons  of  mass 
destruction  and  ensure  the  proper  handling  of  their 
constituent  components  (the  most  urgent  national 
security  task  of  the  post-Cold  War  world) ; 

We  are  promoting  the  development  of  stable, 
cooperative  relations  among  the  NIS,  based  upon 
international  norms  —  we  do  not  want  conflicts  in 
this  area  to  flare  and  endanger  global  stability; 

—  We  are  advancing  the  interests  of  American  business 
throughout  the  NIS; 

—  And  we  are  encouraging  the  broadening  of  contacts 
through  education,  exchanges  and  Peace  Corps  programs 
and  the  broadest  range  of  citizen  contacts  to  open 
fully  these  societies  to  comprehensive  involvement 
with  the  outside  world. 


Promoting  Democracy/Market  Economics 

At  the  start  of  the  Clinton  Administration,  the  states  of 
the  former  Soviet  Union  were  newly  independent,  and  just 
starting  the  long  and  difficult  journey  away  from  Communism. 
It  was  clear  what  Russia  and  the  other  Newly  Independent  States 
(NIS)  did  not  want.   They  had  rejected  the  political 
oppression,  economic  failure,  environmental  degradation,  and 
international  tension  that  had  characterized  their  Soviet 
Communist  past.   What  they  wanted  —  and  still  want  —  is  less 
certain.   Our  objective  is  to  encourage  and  help  the  NIS  make 
the  choice  for  democracy,  economic  reform  and  integration  with 
the  Euro-Atlantic  family  of  nations. 


73 


-  3  - 


This  task  is  not  for  the  short-sighted,  nor  the  easily 
discouraged.   The  legacies  of  the  past  will  not  disappear  like 
an  overnight  mist.   The  demise  of  the  Soviet  Union  left  old 
elites  in  place,  and  saddled  the  NIS  with  extraordinary 
societal  problems.   So  it  would  be  unrealistic  to  expect  the 
NIS  —  or  any  one  of  them  —  to  march  in  lockstep  toward  a 
brighter  future.   The  transformation  of  a  society  is  a  long- 
term  proposition.   We  have  seen  —  and  we  should  expect  more 
— setbacks  alongside  the  successes  on  the  tough  road  to  reform. 


Russian  Reform 

One  key  element  in  promoting  stability  throughout  the  NIS 
is  the  success  of  reform  in  Russia.   A  democratic  Russia  is 
much  more  likely  to  be  a  stable  Russia  that  will  develop  good 
relations  with  its  neighbors.   A  prosperous,  market-oriented 
Russia  will  make  the  economic  success  of  the  other  NIS  far  more 
likely.   All  NIS  leaders  recognize  and  emphasize  to  us  the 
importance  of  the  success  of  reform  in  Russia  to  their  own 
efforts.   This  relationship  also  works  in  the  other  direction. 
Successful  reform  in  other  NIS,  particularly  Ukraine, 
facilitates  reform  in  Russia  and  strengthens  the  support  for 
reformers . 

In  Russia,  there  have  been  important  advances  in  moving 
toward  a  more  open  democratic  society.   We  have  witnessed  the 
emergence  of  an  energetic  legislature  and  an  active,  often 
opposition-minded  media.   We  saw  free  and  fair  elections  for 
the  legislature  in  December,  1993.   And  a  vigorous  election 
campaign  for  the  Duma  is  building  toward  scheduled  December 
balloting.   Presidential  elections  are  set  for  next  June,  the 
first  to  take  place  in  post-Communist  Russia. 

We  have  also  seen  steady  progress  toward  economic  reform. 
Over  half  of  Russian  enterprises  have  been  privatized  and  about 
half  of  Russian  employees  now  work  in  the  private  economy. 
Central  authorities  have  also  exercised  the  fiscal  restraint 
necessary  to  put  together  a  disciplined  budget  and  reduce 
monthly  inflation  to  4.5  percent  in  September.   This  has  begun 
to  create  a  more  stable  economic  environment  and  put  in  place 
the  minimal  conditions  to  attract  investment  funds. 

These  political  and  economic  developments  demonstrate  how 
far  Russia  has  moved  in  just  four  short  years  from  its 
totalitarian  past.   But  the  holdovers  from  the  past  are  still 
evident.   We  cannot  forget  that  the  legacy  of  this  past  still 
exerts  strong  influence  in  Russia. 

This  was  underscored  last  December  with  the  decision  by 
the  Russian  government  to  deploy .military  force  in  Chechnya. 
The  decision  to  employ  force,  in  the  face  of  substantial  public 
opposition,  exemplified  the  fragility  of  new  Russian 
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institutions,  the  reliance  on  old  patterns  of  action  to  address 
difficult  issues  of  ethnic  division  and  the  unresolved  dangers 
and  inherent  questions  of  what  powers  will  belong  to  regional 
and  central  authorities.   Moreover,  Russia's  conduct  during  the 
campaign  --the  human  rights  abuses,  the  heavy  bombing  of 
civilian  targets,  the  violation  of  international  norms  — 
conjured  up  the  worst  images  of  the  old,  undemocratic  Russia, 
where  reliance  on  unrestrained  force  to  resolve  political  and 
social  issues  trammeled  the  human  rights  of  citizens  and  caused 
immeasurable  suffering. 

We  pressed  the  Russians  from  the  outset  of  the  conflict  to 
stop  the  bloodshed  and  find  a'  political,  peaceful  way  to 
resolve  it.   We  have  stressed  four  principles  in  public  and  in 
private  at  the  highest  levels  from  the  beginning  of  the  war: 

—  First,  Russia  needs  to  move  quickly  toward  a  peaceful 
resolution  of  the  conflict; 

Second,  Russia  must  respect  human  rights  and  the 
international  standards  of  conduct  it  accepted  in  the 
Helsinki  Final  Act; 

—  Third,  the  United  States  supports  the  territorial 
integrity  of  Russia  and  recognizes  Chechnya  as  part 
of  the  Russian  Federation. 

—  Fourth,  the  final  status  of  Chechnya  should  be 
determined  by  negotiations  between  the  Russian 
Federation  authorities  and  legitimate  representatives 
of  the  Chechen  people,  and  the  final  agreement  must 
be  mutually  satisfactory. 

The  parties  to  the  Chechnya  conflict  established  a 
ceasefire  in  July  that  has  largely  held  —  with  some  notable 
exceptions,  such  as  the  assassination  attempt  last  month  on 
Russian  General  Romanov.   But  the  negotiations  have  bogged 
down.   We  encourage  the  parties  to  re-double  their  efforts  to 
achieve  a  peaceful  resolution  to  the  conflict.   We  are  working 
with  and  will  continue  to  do  more  with  the  OSCE  Assistance 
Group  in  Chechnya  toward  this  end. 

Chechnya  has  not  been  the  only  challenge  to  reform  in 
Russia.   We  have  just  seen  efforts  —  fortunately  beaten  back 
by  the  Russian  Supreme  Court  —  to  disqualify  the  reformist 
Yabloko  party  and  other  Parties  from  participating  in  next 
month's  elections.   On  the  economic  side,  the  inevitable 
upheaval  caused  by  the  privatization  revolution  and  economic 
restructuring  now  underway  in  Russia  has  been  exacerbated  by 
corruption,  social  dislocation  and  sharpened  disparities  in 
wealth.   Some  political  parties  are  seeking  to  exploit  this 
discontent  by  urging  Russians  to  turn  back  the  clock.   The 
upcoming  election  will  give  these  parties  the  opportunity  to 
test  their  strength. 
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In  these  circumstances,  our  interests  are  clear.   We  stand 
with  the  reformers,  wherever  we  may  find  them.   We  cannot  leave 
the  playing  field  to  those  who  want  Russia  to  return  to  its 
self-isolation,  politics  of  force,  and  a  policy  of 
confrontation.   Our  engagement — through  aid  programs,  technical 
advice,  and  policies  designed  to  encourage  Russian  integration 
into  the  West  —  is  essential  if  we  are  to  maximize  the  chances 
of  overcoming  the  legacy  of  the  past. 


Ukraine  and  the  Other  NIS 

Our  support  for  reform  is  NIS-wide.   We  have  vigorously 
promoted  democratization,  rule  of  law,  and  respect  for  human 
rights  from  the  plains  of  Eastern  Europe  to  the  steppes  of 
Central  Asia.   We  have  shared  our  experience  with  the 
institutions  and  procedures  of  free  societies  and  encouraged 
these  states,  with  advice  and  material  assistance,  to  develop 
democratic,  market-oriented  systems.   U.S.  advisors  helped 
draft  Moldova's  constitution.   Our  experts  provided  technical 
assistance  and  observers  for  elections  across  the  NIS.   In  last 
year' s  elections  in  Ukraine,  citizens  freely  voted  for  a  new 
parliament  and  a  new  president,  vividly  demonstrating  how  far 
democracy  has  taken  root. 

Our  efforts  have  helped  harvest  some  good  results  on  the 
economic  side  as  well.   Ukraine,  under  the  strong  leadership  of 
President  Kuchma,  has  begun  a  vigorous  program  of  market 
liberalization.   The  unregulated  Ukrainian  private  sector  is 
growing,  creating  jobs  and  accounting  for  as  much  as  45%  of 
production.   Privatization  of  large  scale  state  enterprises  and 
agriculture  has  lagged,  however,  inflation  has  been  reined  in 
from  more  than  70%  a  month  to  an  average  rate  of  about  5%  a 
month. 

We  have  reacted  by  strongly  supporting  Ukraine's  reform 
efforts : 


We  have  provided  over  $1  billion  in  economic  and 
humanitarian  assistance  since  FY92 . 

With  our  encouragement,  the  G-7  leaders  pledged  at 
their  Halifax  Summit  in  June  that  an  additional  $2 
billion  in  commitments  could  be  available  from  the 
international  financial  institutions  by  the  end  of 
1996  -  assuming  the  continuation  of  a  strong  economic 
reform  program. 


We  are  working  closely  with  Ukraine  and  our  G-7 
partners  to  develop  a  program  for  energy  sector 
reform  in  Ukraine  and  to  support  closure  of  the 
Chernobyl  nuclear  power  plant. 
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Armenia  too  has  experienced  great  economic  progress.   With 
over  90  percent  of  its  agricultural  sector  privatized,  Armenia 
was  the  first  of  the  NIS  to  experience  economic  growth  —  5 
percent  in  1994  and  equal  or  greater  growth  projected  for 
1995.   This  process  was  facilitated  by  the  USD  141  million  in 
U.S.  aid  in  FY  '95,  our  largest  per  capita  aid  program  in  the 
NIS. 

Political  reform  in  the  Caucasus  has  faced  tougher  going. 
Parliamentary  elections  last  July  in  Armenia  featured 
substantial  irregularities.   In  Azerbaijan,  the  Central 
Electoral  Commission  prevented  candidates  from  a  number  of 
parties  from  participating  in  the  November  12  parliamentary 
elections.   In  Belarus,  the  government  has  been  cracking  down 
on  the  media  over  the  past  11  months,  held  parliamentary 
elections  in  May  that  international  observers  termed  "less  than 
free  and  fair, "  and  has  sharply  curtailed  the  right  of  workers 
to  organize  and  bargain  collectively.   By  contrast,  Georgia's 
general  elections  last  week--in  which  Chairman  Shevardnadze  was 
re-elected--were  essentially  consistent  with  democratic  norms. 

In  Central  Asia,  Kyrgyzstan  remains  a  leader  in  both 
political  and  economic  reform,  with  Kazakhstan  also  making 
important  advances.   More  recently  Uzbekistan  has  worked  with 
the  IMF  and  World  Bank  to  restructure  its  economy  and  even 
Tajikistan,  with  all  its  civil  strife,  is  negotiating  a  reform 
program  with  the  IMF.   However,  on  the  political  side,  the 
picture  has  been  more  discouraging  with  Presidents  in 
Turkmenistan,  Uzbekistan  and  Kazakhstan  extending  their  terms 
in  office  through  referenda  rather  than  through  scheduled 
general  elections. 

In  short,  throughout  the  NIS  we  have  a  mixed  picture. 
Certainly  progress  has  been  dramatic  since  1991,  but  it  has 
also  been  mixed.   The  progress,  no  less  than  the  setbacks,  is 
an  invitation  to  continued  engagement.   As  part  of  this  effort. 
President  Clinton  met  last  month  with  President  Aliyev  of 
Azerbaijan;  and  the  Vice  President  met  with  President 
Ter-Petrosyan  of  Armenia,  President  Nazarbayev  of  Kazakstan  and 
President  Karimov  of  Uzbekistan.   I  have  just  completed  a  visit 
to  Armenia,  Azerbaijan,  Belarus,  Georgia  and  Moldova,  to 
underscore  America' s  continuing  commitment  to  reform  and  to  the 
independence,  security  and  future  prosperity  of  these  new 
states . 


Integration  of  NIS  into  International  Political  and  Economic 
Organizations 

An  important  element  of  our  policy  to  is  facilitate  the 
efforts  of  the  NIS  to  expand  their  engagement  with 
international  institutions  including  membership  where  that  is 
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appropriate.   Developed  relations  with,  or  membership  in,  such 
organizations  ties  these  countries  into  a  web  of  obligations 
that  reinforce  democratic  reform  and  adherence  to  international 


This  is  evident  on  the  economic  side.   Today,  all  members 
of  the  NIS  are  members  of  the  IMF  and  World  Bank.   The  U.S. 
supports  IMF  programs  in  the  NIS  if  the  countries  meet  IMF 
reform  requirements.   The  U.S.  backs  WTO  membership  for  Russia 
and  Ukraine  and  supports  European  Union  outreach  to- the  NIS. 

European  Security 

The  integration  of  Russia,  Ukraine  and  the  other  NIS  with 
European  political  and  security  organizations  —  NATO,  the  OSCE 
and  the  EU  —   is  one  of  the  most  important  issues  of  the 
post-Cold  War  period.   So  too  is  the  development  of  a  new 
European  security  architecture.   The  United  States  does  not 
want  new  lines  drawn  through  the  map  of  Europe;  we  oppose  a 
Europe  redivided  into  two  blocs  and  are  actively  supporting 
efforts  to  develop  inclusive  security  structures. 

The  development  of  a  new  European  security  architecture 
will  be  a  transparent,  multi-faceted  process.   Two 
organizations  will  continue  to  play  leading  roles  in  the 
security  architecture  now  being  molded  in  Europe  --  NATO  and 
the  OSCE.   The  Clinton  Administration  supports  NATO  expansion, 
but  in  a  way  consistent  with  a  stable  and  peaceful  Europe  for 
all  states.   We  and  our  NATO  Allies  created  the  Partnership  for 
Peace  (PFP)  to  promote  cooperation  between  NATO  and  non-NATO 
countries,  including  all  of  the  NIS.   We  also  look  to  the  newly 
strengthened  OSCE  to  help  prevent  the  division  of  Europe,  as 
well  as  to  promote  human  rights  and  democratization. 

In  parallel  with  NATO  expansion,  the  Alliance  has  sought 
to  develop  its  relationship  with  Russia.   We  are  aware  of 
Russian  doubts  about  the  wisdom  of  expansion  of  NATO,  expressed 
publicly  by  Russian  leaders.   NATO  expansion  will  be  a 
deliberate,  transparent  process  that  will  contribute  to 
European  stability,  not  jeopardize  it. 

Engagement  with  Russia  at  the  highest  levels  has  been  key 
in  managing  this  complex  set  of  issues.   For  instance. 
President  Clinton  and  President  Yeltsin  reached  agreement  at 
the  May  summit  that  Russia  would  present  its  Individual 
Partnership  Program  and  Beyond  PFP  documents  to  NATO,  advancing 
Russian  cooperation  with  PFP. 

Ukraine,  by  virtue  of  its  size  and  location,  will  also 
play  a  key  role  in  the  evolution  of  a  new  European  security 
system.   Ukraine  has  actively  par4:icipated  in  the  Partnership 
for  Peace  and  recently  opened  a  special  relationship  with 
NATO.   The  U.S.  has  begun  a  high  level  dialogue  with  Ukraine  on 
its  future  security  within  the  European  family  of  nations. 


78 


-  8  - 


Other  NIS  are  actively  exploring  their  new  links  with  the 
OSCE  and  Partnership  for  Peace.   OSCE  established  a  regional 
office  in  Central  Asia  and  is  sponsoring  a  number  of  seminars 
in  that  region.   A  number  of  the  NIS  sent  troops  to  participate 
in  a  PFP  exercise  in  the  U.S.  and  there  are  plans  to  involve  as 
many  states  as  possible  in  future  exercises. 


CFE 

The  CFE  treaty  is  a  pillar  of  the  emerging  security 
architecture  in  Europe.   Since  its  entry  into  force  in  1992, 
the  CFE  treaty  has  resulted  in  the  destruction  of  approximately 
46,000  pieces  of  military  equipment.   Russia  alone  has 
destroyed  approximately  11,000  pieces  of  equipment. 

As  we  approach  the  mid-November  date  for  treaty 
implementation,  we  have  been  working  closely  with  the  Russians, 
other  NIS  and  our  Allies  to  find  a  solution  to  the  problem  of 
flank  limits  based  on  a  map  realignment,  accompanied  by 
offsetting,  measures  and  constraints  to  address  Allied  security 
concerns.   We  have  emphasized  throughout  that  any  solution  to 
the  flank  issue  must  be  acceptable  to  all  30  CFE  state  parties; 
it  must  preserve  the  viability  and  integrity  of  the  Treaty;  and 
it  must  not  diminish  the  security  of  any  state. 


Bosnia 

Bosnia,  of  course,  is  an  immediate  problem  with 
longer-term  implications  for  the  security  of  Europe. 
High-level  engagement  has  also  been  essential  for  ensuring  that 
Russia  and  the  U.S.  work  together  in  Bosnia.   Secretary  of 
Defense  Perry  and  Russian  Defense  Minister  Grachev  met  in 
Brussels  on  November  8  to  discuss  further  details  of  Russian 
participation  in  implementing  the  military  aspects  of  a  Bosnia 
agreement.   This  operation,  if  final  details  can  be  agreed, 
will  represent  the  most  concrete  example  of  U.S. -Russian 
military  cooperation  in  the  post-Cold  War  era.   It  is  welcome 
in  its  own  right  and  also  as  a  precedent  for  the  future--a 
future  in  which  we  hope  that  Russia  and  the  U.S.,  and  for  that 
matter  Russia  and  NATO,  will  find  numerous  ways  to  work 
together  in  building  an  undivided  Europe. 

Limiting  and  Controlling  Weapons  of  Mass  Destruction 

As  we  move  forward  to  construct  the  new  European  security 
architecture,  we  have  devoted  considerable  attention  to  key 
post  Cold  War  security  problems  such  as  nuclear  arms  control 
and  the  control  of  nuclear  materials.   One  critical  security 
objective  has  been  to  prevent  new  nuclear  powers  from  arising 
from  the  collapse  of  the  Soviet  Union.   The  Administration  has 
scored  some  notable  successes. 
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We  concluded  the  trilateral  statement  (with  Russia 
and  Ukraine)  that  resulted  in  Ukraine  transferring 
the  nuclear  weapons  on  its  soil  to  Russia  for 
dismantling  in  return  for  security  assurances, 
dismantling  assistance,  and  compensation  for  the 
value  of  the  HED. 

We  have  likewise  persuaded  Belarus,  Kazakstan  and 
Ukraine  to  ratify  the  START  I  treaty  and  accede  to 
the  Non-Proliferation  Treaty  (NPT) . 

We  have  funded,  via  the  Nunn-Lugar  program,  the 
dismantling  of  weapons  of  mass  destruction  in  Russia 
Ukraine,  Kazakstan,  and  Belarus. 


In  the  post  Cold  War  world,  strengthening  controls  on 
remaining  nuclear  materials  in  the  former  Soviet  Union,  and 
preventing  them  from  reaching  terrorists  or  rogue  states  like 
Iran  or  Libya  is  a  priority  concern.   In  pursuit  of  this  goal, 
we  are  using  American  aid  and  expertise  to  increase  material 
protection,  control  and  accounting  at  civilian  facilities  in 
the  NIS  where  fissile  materials  are  stored.   We  have  negotiated 
with  Russia  our  agreement  to  purchase  Highly  Enriched  Uranium 
(HEU)  from  dismantled  nuclear  warheads,  and  reactor  fuel 
derived  from  over  4  tons  of  weapons  HEU  has  been  shipped  to  the 
United  States  so  far  this  year. 

In  a  dramatic  case  of  cooperation  to  safeguard  fissile 
material,  under  "Project  Sapphire"  the  Government  of  Kazakstan 
in  November  1994  transferred  to  the  United  States  over  a 
half-ton  of  weapons  usable  uranivim.   The  United  States  has  also 
helped  Russia,  Ukraine,  Kazakhstan  and  particularly  Belarus,  to 
improve  their  nuclear  export  control  systems.   We  have  made 
important  progress  in  this  area,  but  much  work  remains  to  be 
done . 

We  have  also  paid  close  attention  to  issues  relating  to 
the  START  I  and  START  II  treaties.   Persistent  work  by 
President  Clinton  and  Vice  President  Gore  helped  us  resolve 
this  summer  a  START  I  compliance  issue  related  to  Russian  space 
launched  vehicles.   I  urge  the  Senate  to  ratify  START  II  — 
which  will  reduce  the  number  of  warheads  in  Russia  and  the  U.S. 
to  no  more  than  3,500.   President  Yeltsin  assured  President 
Clinton  at  Hyde  Park  that  the  treaty  would  be  submitted  to  the 
Duma . 

Our  agenda  with  Moscow  has  not  overlooked  chemical  and 
biological  weapons.   In  September  1994,  Presidents  Clinton  and 
Yeltsin  agreed  on  the  need  for  universal  adherence  to  the 
Chemical  Weapons  Convention.   This  now  needs  to  be  ratified  in 
Moscow.   We  are  working  with  Russia  on  the  destruction  of  their 
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chemical  weapons  stocks,  but  we  remain  concerned  about  delays 
which  contravene  our  Bilateral  Destruction  Agreement  and  the 
Wyoming  Memorandum  of  Understanding.   These  unfortunate  delays 
appear  to  have  been  caused,  at  least  in  part,  by  Russia' s 
difficulty  in  locating  resources  to  finance  destruction  efforts. 

The  two  Presidents  also  agreed  in  September  1994  on  the 
im.portance  of  implementing  the  1992  U.S.-Russian-U.K.  Statement 
on  Biological  Weapons  which  calls  for  visits  and  other  steps  to 
provide  confidence  in  the  implementation  of  the  BWC.   Some 
visits  have  been  carried  out,  and  we  are  working  on  procedures 
for  a  round  of  visits  to  each  other's  military  biological 
facilities. 

We  have  a  major  difference  with  Moscow  concerning  its 
plans  to  supply  nuclear  reactors  to  Teheran.   The  United  States 
believes  that  this  sale  would  help  Iran  develop  a  nuclear 
weapons  capability  and  therefore  pose  a  threat  to  our  own  and 
Russian  national  security  interests.   President  Clinton 
reinforced  our  concerns  at  the  May  summit. 

In  May,  President  Yeltsin  agreed  not  to  include  in  the 
sale  gas  centrifuges,  which  would  facilitate  Iranian  efforts  to 
develop  nuclear  weapons.   It  was  also  agreed  that  Vice 
President  Gore  and  Prime  Minister  Chernomyrdin  would  discuss 
this  issue  further.   We  will  continue  to  impress  upon  the 
Russians  our  belief  that  nuclear  cooperation  with  Iran  is  too 
dangerous  to  be  permitted. 


Promoting  Stability  and  Prosperity  in  the  NIS 

The  emergence  of  the  NIS  from  the  ashes  of  the  Soviet 
Union  brought  forth  a  whole  host  of  interstate  differences  that 
had  been  repressed  during  the  Soviet  period.   These  problems 
include  centuries-old  ethnic  antagonisms,  as  well  as  the 
normalization  of  relations  between  Russia  and  the  other  NIS. 
It  is  readily  apparent  that  these  problems  can  feed  on  each 
other;  the  emergence  of  differences  in  one  part  of  the  former 
Soviet  Union  has  tended  to  aggravate  problems  elsewhere. 

The  United  States  has  an  interest  in  ensuring  that  these 
differences  are  resolved  in  a  manner  consistent  with 
international  norms  and  in  a  way  that  strengthens  the  stability 
and  prosperity  of  the  NIS.   In  this  connection,  we  have  worked 
energetically,  but  quietly,  for  the  normalization  of  Russia's 
relations  with  its  neighbors  and  among  the  NIS.   We  believe  our 
discreet  approach  has  contributed  to  some  notable  successes. 

Russia  has  withdrawn  all  its  active  duty  troop 
formations  from  the  Baltics,  save  a  small, 
non-uniformed  unit  dismantling  the  Skrunda  radar 
installation  in  Latvia. 
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In  October  1994,  Russia  and  Moldova  signed  an 
agreement  for  removal  of  the  Russian  14th  Army  from 
Moldova.   The  U.S.  has  been  involved  in  continuing 
discussions  through  OSCE  to  ensure  the  agreement  is 
implemented 

—   OSCE  mediation  which  we  have  vigorously  supported  has 
helped  to  achieve  a  17-month-old  ceasefire  in 
Nagorno-Karabakh . 

Russia  and  Ukraine  are  moving  toward  removing  the 
final  obstacles  to  their  long-awaited  friendship  and 
cooperation  agreement. 

Nonetheless,  the  exploitation  of  ethnic  discord  in  the  NIS 
remains  a  source  of  instability.   While  ceasefires  are  in 
place,  tensions  remain  high  between  the  Abkhaz  and  the 
Georgians,  and  between  the  Armenians  and  the  Azerbai janis  over 
Nagorno-Karabakh.   Tajikistan  also  remains  unstable  as 
government  forces,  including  Russian  troops,  continue  to  battle 
armed  opposition  forces  based  in  Afghanistan. 

We  have  sought  to  promote  resolution  of  these  ethnic 
conflicts  by  peaceful  means  consistent  with  international 
norms .   We  are  an  active  participant  in  the  Minsk  Group  which 
seeks  a  settlement  to  the  conflict  in  Nagorno-Karabakh.   I  used 
my  recent  trip  to  the  Caucasus  to  raise  with  the  parties  what 
might  be  done  to  advance  a  settlement. 

Economic  development  is,  of  course,  key  to  promoting 
prosperity  and  stability  in  the  NIS.   We  believe  that  finding  a 
way  to  develop  and  market  the  vast  energy  resources  of  the 
Caspian  basin  in  very  important  for  the  NIS  to  Russia' s 
south.    We  are  encouraging  the  Caspian  Sea  littoral  states  to 
adopt  principles  that  will  encourage  investment  and  energy 
development.   We  also  favor  the  use  of  multiple  pipelines  for 
the  Caspian  region  to  provide  the  needed  export  capacity  for 
these  projects. 

Advancing  American  Business 

Reform  in  Russia  and  the  other  NIS  means  a  major  reduction 
of  the  government's  role  in  the  economy.   It  should  also 
produce  an  opening  for  expanding  trade  with  the  U.S.  and  other 
nations.   Consistent  with  our  worldwide  policy,  we  encourage 
private  trade  and  investment  in  Russia  and  the  other  NIS  when 
opportunities  appear  and  we  have  urged  these  nations  to 
establish  conditions  in  which  private  investment  can  flourish. 

In  the  first  half  of  1995,  U.S.  trade  with  the  NIS 
totaled  $4.6  billion,  up  35  percent  over  the  first 
half  of  1994  figures. 
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Preliminary  figures  for  1995  show  that  OPIC  has 
provided  $524  million  in  project  financing  and  more 
than  $1.3  billion  in  insurance  for  U.S.  investment  in 
the  NIS. 

The  Ex-Im  Bank  Oil  and  Gas  Framework  Agreement,  to 
provide  financing  to  assist  in  the  modernization  of 
the  Russian  oil  sector,  is  now  up  and  running.   Nine 
transactions,  supporting  at  least  $940  million  in 
U.S.  exports,  are  expected  to  proceed  before  the  end 
of  the  year,  beginning  with  the  September 
disbursement  of  funds  for  the  Tomskneft  transaction. 

In  Russia,  billion  dollar  oil  projects  in  Sakhalin 
and  Timan  Pechora,  involving  U.S.  companies,  have 
been  signed  or  are  approaching  conclusion.   Their 
ultimate  success,  however,  will  depend  on  the  passage 
of  key  legislation  and  implementing  regulations  by 
the  Russian  government,  especially  the 
currently-stalled  Production  Sharing  Legislation. 

With  U.S.  government  support,  American  firms  have 
signed  or  are  negotiating  large  oil  deals  and  gas 
deals  in  Azerbaijan,  Kazakstan,  Uzbekistan  and  most 
recently  Turkmenistan. 

Staying  the  Course  in  Eurasia 

Almost  three  years  ago.  President  Clinton  set  a  course 
that  would  enable  us  to  serve  our  highest  national  ideals  and 
to  advance  our  most  basic  national  interests.   From  the 
withdrawal  of  Russian  troops  from  the  Baltics,  to  the 
denuclearization  of  Ukraine,  Kazakstan  and  Belarus,  to  the 
sprouting  of  democratic  seeds  across  twelve  time  zones,  we  have 
realized  gains  that  have  immeasurably  improved  the  prospects 
for  a  secure  and  stable  world. 

'  I  have  not  described  our  aid  needs,  because  Dick 
Morningstar  is  also  making  a  presentation  today.   Let  me  just 
say  that  this  assistance  is  a  critical  element  in  defending  our 
national  security  interests  in  the  area.   Assistance  programs 
have  enabled  us  to  support  the  forces  in  Russia  and  the  NIS 
that  share  our  interests  and  values.   Even  in  this  climate  of 
fiscal  stringency,  it  is  clearly  in  our  interest  to  support 
programs  that  keep  nuclear  materials  safe.   It  is  clearly  in 
our  interest  to  support  privatization,  which  is  so  vital  to  the 
success  of  a  market  economy.   And  with  hotly-contested  Russian 
elections  only  weeks  away,  surely  the  value  of  our  effort  to 
build  open,  democratic  structures  is  self-evident.   I  urge  you 
to  reinforce  U.S.  interests  by  supporting  our  assistance  to  the 
NIS. 
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Equally  important  is  bipartisanship  in  pursuit  of  our 
national  interests  in  the  NIS.   Our  policy  toward  the  former 
Soviet  Union  over  the  past  four  years  —  like  our  policy  toward 
Moscow  after  World  War  II  —  has  been  successful  precisely 
because  we  have  been  able  to  draw  for  support  from  both  sides 
of  the  aisle.   We  want  to  work  with  you  to  maintain  this 
support  in  the  days  ahead. 

Eurasia  is  at  the  dawn  of  a  new  age.   Yes,  there  will  be 
turbulence,  detours  and  setbacks.   But  most  all,  there  is  great 
promise.   We  need  to  maintain  our  policy  of  energetic, 
positive,  and  flexible  engagement  if  we  are  to  make  the  most  of 
this  promise. 


SNISGEN  7064  (As  of  11/13/95  1600) 
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JAMES  F.  COLLINS 

SENIOR  COORDINATOR,  OFFICE  OF  THE  AMBASSADOR-AT-LARGE 

FOR  THE  NEW  INDEPENDENT  STATES 


James  Franklin  Collins,  of  Illinois,  a  Career  Member  ' 
of  the  Senior  Foreign  Service,  Class  of  Minister- 
Counselor,  served  as  Coordinator  for  Regional  Affairs  for 
New  Independent  States  from  November,  1993  until 
February  23,  1994  when  he  became  the  Senior  Coordinator, 
Office  of  the  Ambassador-at-Large  for  the  New  Independent 
States. 

Mr.  Collins  assumed  these  duties  after  three  years 
service  as  Deputy  Chief  of  Mission  at  the  American  Embassy 
in  Moscow  from  October  1990  to  November  1993.   Prior  to 
his  recent  Moscow  tour,  Mr.  Collins  held  management 
positions  with  the  Department  of  State  in  Washington  and 
worked  extensively  on  Russian/Soviet  and  on  Middle  East 
affairs.   In  addition  to  one  other  posting  in  Moscow,  he 
served  as  Political  Counselor  in  Amman,  Jordan  and  as  Vice 
Consul  in  Izmir,  Turkey.   His  Washington  assignments  have 
included  tours  on  the  staff  of  the  Secretary  of  State  as 
Deputy  Executive  Secretary  for  Europe  and  Latin  America 
and  as  Director  of  the  State  Department's  Operations 
Center.   He  has  served  also  as  a  member  of  the  National 
Security  Council  Staff  as  Director  for  Intelligence 
Policy,  and  held  positions  in  the  Department  of  State's 
Bureaus  of  European  Affairs,  Near  East  and  South  Asian 
Affairs  and  Intelligence  and  Research. 

Mr.  Collins  holds  several  meritorious  and  superior 
honor  awards  from  the  Department  of  State.   He  was  awarded 
the  Secretary  of  State's  Award  for  Distinguished  Service 
in  January,  1993  and  the  Department's  Distinguished  Honor 
Award  in  October,  1993. 

Before  joining  the  Department  of  State,  Mr.  Collins 
taught  Russian  and  European  History  at  the  U.S.  Naval 
Academy,  Annapolis,  Maryland.   He  holds  an  A.B.  degree  cum 
laude  from  Harvard  University  (1961)  and  an  M.A.  from 
Indiana  University  (1964),  and  conducted  research  as  an 
exchange  fellow  at  Moscow  University  in  1965  and  at  the 
British  Museum  in  London  in  1966.   Mr.  Collins'  languages 
are  Russian  and  Turkish.   Mr.  Collins  is  married  to  Dr. 
Naomi  F.  Collins,  Executive  Director  of  NAFSA: 
Association  of  International  Educators,  headquartered  in 
Washington.   They  have  two  adult  sons,  Robert  and  Jonathan, 
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TESTIMONY 

OF 

BICHARD  L.  MORNINCSTAR 

SPECIAL  ADVISER  TO  THE  PRESIDENT  AND  SECRETARY  OF  STATE  ON  ASSISTANCE  TO  THE 

NEW  INDEPENDENT  STATES 

COMMITTEE  ON  INTERNATIONAL  RELATIONS 

US  HOUSE  OF  REPRESENTATIVES 

NOVEMBER  14,  199S 

THANK  YOU,  MR.  CHAIRMAN  .    I  APPRECIATE  THIS  OPPORTUNITY  TO  APPEAR  BEFORE 
THIS  COMMITTEE  TODAY,  TO  OFFER  OUR  VIEWS  AS  TO  WHY  AMERICAN  ASSISTANCE  TO 
THE  NEW  INDEPENDENT  STATES  OF  THE  FORMER  SOVIET  UNION  IS  PARTICULARLY 
CRITICAL  AT  THIS  TIME,  AND  TO  OUTLINE  WHAT  STEPS  WE  ARE  TAKING  TO  MAKE 
CERTAIN  THAT  OUR  ASSISTANCE  IS  BEING  DELIVERED  IN  THE  MOST  EFFICIENT  AND 
EFFECTIVE  WAY  POSSIBLE. 

THE  COLLAPSE  OF  THE  SOVIET  UNION  PROVIDED  AMERICA  WITH  A  UNIQUE  OPPORTUNITY 
TO  ENHANCE  OUR  NATIONALSECURTTY  AND  ECONOMIC  SECURITY.  CONGRESS  INITIATED 
OUR  ASSISTANCE  PROGRAM  TO  THE  NEWLY  INDEPENDENT  STATES  TO  HELP  ENSURE  THEIR 
SUCCESS  IN  DEVELOPING  DEMOCRACY  AND  OPEN  MARKETS  -ALLOWING  FREEDOM  TO 
TAKE  ROOT  AND  GROW,  AND  ALLOWING  FRIENDSHIPS  TO  REPLACE  OUR  COLD-WAR 
ADVERSARIAL  RELATIONSHIPS.    AMERICAN  ASSISTANCE  HAS  NEVER  BEEN  MORE 
ESSENTIAL  TO  U.S.  INTERESTS  THAN  IT  IS  TODAY. 

IN  THE  THREE  SHORT  YEARS  SINCE  OUR  ASSISTANCE  PROGRAM  BEGAN,  CONDITIONS  HAVE 
CHANGED  WTTH  DIZZYING  SPEED.  OUR  CHALLENGE  AT  THIS  POINT  IS  TO  CONTINUALLY 
ADAPT  OUR  ASSISTANCE  PROGRAMS  TO  MEET  THESE  BAPrDLY  CHANGING  CONDITIONS.  AT 
THE  SAME  TIME,  AS  YOU  KNOW,  GIVEN  THE  SIZE,  SCOPE  AND  COMPLEXITY  OF  OUR 
ASSISTANCE  PROGRAMS.  THE  NEED  FOR  COORDINATION  HAS  NEVER  BEEN  GREATER. 
CURRENTLY,  32  FEDERAL  AGENCIES  ARE  RUNNING  OVER  130  PROGRAMS  IN  THE  NEWLY 
USDEPENDENT  STATES.  THAT  IS  WHY,  RESPONDING  Di  PART  TO  CONGRESSIONAL 
CONCERNS,  PRESIDENT  CLINTON  SAW  FIT  TO  EXPAND  THE  MANDATE  OF  MY  OFFICE  TO 
OVERSEE  ALL  ASSISTANCE  PROGRAMS  TO  THE  NEWLY  INDEPENDENT  STATES,  INCLUDING 
SECURITY  PROGRAMS  UNDER  THE  COOPERATIVE  THREAT  REDUCTION  ("  NUNN-LUGaR") 
LEGISLATION. 

MY  TESTIMONY  TODAY  WILL  FOCUS  ON  THREE  ISSUES:  FIRST,  I  WOULD  LIKE  TO  EXPLAIN 
WHY  CONTINUED  ASSISTANCE  IS  SO  CRITICAL  AT  THIS  TIME;  SECOND,  I  WILL  OUTLINE 
HOW  CONDinONS  HAVE  CHANGED,  AND  THIRD,  I  WILL  DESCRIBE  HOW  MY  OFFICE,  AND 
THIS  ADMINISTRATION  IN  GENERAL.  IS  WORKING  TO  CONTINUALLY  IMPROVE  OUR 
PROGRAMS  TO  MXET  THE  CHALLENGES  OF  A  CHANGING  ENVIRONMENT. 

L  WHY  IS  U.S.  ASSISTANCE  CRITICAL  TO  THE  FSU.  AIVD  IN  THE  U.S.  NATIONAL  INTERESXr 

U.S.  ASSISTANCE  TO  THE  FSU  REMAINS  CRITICAL  BECAUSE,  DESPITE  SIGNIFICANT 
PROGRESS,  WE  HAVE  NOT  YET  COMPLETELY  FULFILLED  OUR  OBJECTIVES. 

OUR  ASSISTANCE  STRATEGY  IS  DRIVEN  BY  THREE. FUNDAMENTAL  OBJECTIVES: 

•      TO  ENHANCE  US  NATIONAL  SECURITY  THROUGH  COOPERATIVE  THREAT  REDUCTION  - 
ASSISTING  IN  THE  DESTRUCTION  AND  DISMANTLEMENT  OF  WEAPONS  OF  MASS 
DESTRUCTION;  HELPING  TO  PREVENT  THE  PROLIFERATION  OF  WEAPONS,  MATERIAL 


86 


AND  WEAPONS  EXPERTISE;  AND  ENCUURACING  SIGNIFICANT  DE-MILITARIZATION  IN 
THE  FSU  STATES; 

-      TO  HELP  ESTABLISH  OPEN  AND  COMPETITIVE  MARKET  ECONOMIES,  PROVIDING  TRADE 
AND  INVESTMENT  OPPORTUNITIES  FOR  AMERICA  WHILE  FOSTERING  THE  ECONOMIC 
GROWTH  THAT  IS  SO  VITAL  TO  CONTINUED  DEMOCRATIC  TRANSFORMATION;  AND 

•      TO  PROMOTE  DEMOCRATIC  GOVERNMENTS  AND  CIVIL  SOCIETIES-INCLUDING  THE 
DEVELOPMENT  OF  FREE  AND  INDEPENDENT  MEDIA  AND  THE  CREATION  Oli'  NON- 
GOVERNMENTAL CmZaiNS  ORGANIZATIONS  OF  ALL  TYPES,  WHILE  FOSTERING  THE 
DEVELOPMENT  OF  THE  RULE  OF  LAW. 

DIMINISHED  RESOURCES  WELL  REQUIRE  THE  US  GOVERNMENT  TO  FOCUS  MORE  SHARPLY 
ON  THESE  PRIORITY  OBJECTIVES.  THEREFORE,  ALTHOUGH  U.S.  ASSISTANCE  ACTTVITIES 
WILL  CONTINUE  TO  ENCOMPASS  A  NUMBER  OF  OTHER  OBJECTIVES  SUCH  AS 
HUMANITARIAN  ASSISTANCE,  DECLINING  RESOURCES  WILL  REQUIRE  US  TO  CONSTANTLY 
RE-ASSESS  EACH  INVESTMENT  WE  MAKE  IN  TERMS  OF  ITS  CONTRIBUTION  TO 
FULFILLMENT  OF  THE  CORE  OBJECTIVES. 

WHEN  OUR  ASSISTANCE  PROGRAMS  BEGAN  A  FEW  YEARS  AGO,  SOME  MAY  HAVE  HAD 
UNREALISTICALLY  ROSY  EXPECTATIONS  AS  TO  HOW  RAPIDLY  THE  NATIONS  OF  THE  FSU 
WOULD-AND  COm-D-  TRANSFORM.  THERE  HAVE  BEEN  MANY  SUCCESSES,  AND  SOME 
SETBACKS,  MANY  STEPS  FORWARD,  AND  A  FEW  BACK.    BEING  AMERICANS.  WE 
NATURALLY  WANT  QUICK  RESULTS,  QUICK  CHANGES-A  CLEAR  AND  CLEAN 
TRANSFORMATION  TO  SOCIETIES  MUCH  MORE  LIKE  OUR  OWN. 

WE  ARE  PLEASED  AND  PROUD  TO  REPORT  THAT  WE  HAVE  SEEN  ENORMOUS  PROGRESS 
OVER  THE  PAST  THREE  YEARS.    MANY  OF  OUR  ASSISTANCE  PROGRAMS  HAVE  HAD  AND 
CONTINUE  TO  HAVE  A  SIGNIFICANT  IMPACT.  WE  ARE  SUCCESSFULLY  CONTRIBUTING  TO 
THE  TRANSFORMATION  OCCURRING  IN  THE  FSU  STATES.  THE  PROGRESS  TOWARD 
DENUCLEARIZATION  IN  KAZAKSTAN,  BELARUS  AND  UKRAINE;  THE  MASS  PRIVATIZATION 
OF  THOUSANDS  OF  FORMERLY  STATE  HELD  RUSSIAN  FIRMS;  THE  DRAFTING  AND 
ENACTMENT  OFINDfCENOUS  LAWS  GOVERNING  TAXES,  ELECTIONS,  AND  HOUSING;  THE 
ESTABLISHMENT  OF  STOCK  MARKETS;  UNPRECEDENTED  EXCHANGES  IN  EVERY  FIELD 
FROM  LAW  ENFORCEMENT  TO  SCIENCE;  AND  NE^AR-TERM  RISK  REDUCTION  AT  SOVIET- 
DESIGNED  NUCLEAR  POWER  PLANTS-  ALL  REFLECT  THE  ENORMOUS  CONTRIBUTIONS  OF 
U.S.  ASSISTANCE  TO  THE  FAST-CHANGING  AND  CONTINUOUSLY  UNPREDICTABLE 
TRANSFORMATION  OCCURRING  IN  THE  FSU. 

AT  THE  SAME  TIME,  PERHAPS  WE  ARE  NOW  A  LITTLE  WISER  ABOUT  SETTING  OUR  OWN 
EXPECTATIONS.  WE  NOW  SEE  THAT  SUCH  AN  HISTORIC  TRANSFORMATION  TAKES  TIME 
AND  GREAT  EFFORT. 

FURTHER,  WE  NOW  SEE  QUITE  CLEARLY  THAT  THESE  SOCIETIES  ARE  NOT  MONOLITHIC- 

KOR  EXAMPLE,  IN  RUSSIA.  AS  IN  AMERICA,  THERE  ARE  FACTIONS  AND  SPLINTER  GROUPS, 
REFORMERS,  ANTI-REFORMERS,  AND  EVERYTHING  IN  BETWEEN.  THAT  SO  MANY  INTEREST 
GROUPS  HAVE  FOUND  AN  IDENTITY  OR  A  VOICE  IN  RUSSIA  IS  A  REASSURING  SIGN  THAT 
EXTRAORDINARY  SYSTEMIC  CHANGES  ARE  TAKING  PLACE.  THAT  IS  WHY  THE  CURRENT 
NIS  ASSISTANCE  BUDGET  WHICH  RECENTLY  EMERGED  FROM  CONFERENCE  COMMITTEE  IS 
CAUSE  FOR  CONCERN.    WITH  ItS  LOWER  OVERALL  FUNDING  LEVEL  AND  LARGE 
EARMARKS.  IT  WILL  BE  VERY  DIFFICULT  TO  SUPPORT  REFORM  EFFORTS  IN  RUSSIA  AT 
ANY  SIGNIFICANT  LEVEL. 
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us  THIS  ENVIRONMENT,  OUR  FUNDAMENTAL  GUIDING  PRINCIPLE  FOR  ASSISTANCE  MUST 
BE:  -LET'S  NOT  PUNISH  OUR  FRfENDS".  LET  US  CONTINUE  TO  MAKE  SURE  THAT  OUR 
ASSISTANCE  GOES  TO  THOSE  ELEMENTS  IN  EACH  COUNTRY  WHO  ARK  ADVANCING  THE 
REFORMS  WE  BELIEVE  IN  SO  DEEPLY. 

THE  NEED  FOR  CONTEVmNG  THIS  TRANSFORMATION  IS  GREATER  THAN  EVER,  FOR  THOSE 
THROUGHOUT  THE  FSU  WHO  HAVE  RAISED  THEIR  EXPECTATIONS  OF  THE  BENEFITS  OF 
REFORM-  THOSE  WHO  HAVE  TAKEN  RISKS  TO  START  A  NEW  ENTERPRISE  IN  UKRAINE,  OR 
MOLDOVA.  OR  RUSSIA,  OR  KYRGYZSTAN;  OR  RUSSIANS  WHO  OPPOSED  THE  WAR  IN 
CHECHNYA  ;  THOSE  WHO  HAVE  OPENED  THEIR  ONCE  CLOSED  CITIES  IN  KAZAKSTAN  OR 
UKRAINE;  AND  PARTICULARLY,  THOSE  IN  THE  MOST  VULNERABLE  GROUPS-OLD  PEOPLE 
AND  CHTLDREN  OF  ARMENIA.  GEORGIA  AND  ELSEWHERE-IN  NEED  OF  FOOD,  HOME 
HEATING  OIL  AND  MEDICINE-  FOR  WHOM  U.S.  ASSISTANCE  HAS  MEIANT  THE  DIFFERENCE 
BETWEEN  LIFE  AND  DEATH  OVER  THE  HARSH  WINTERS. 

AMERICA'S  NATIONAL  INTEREST  IN  SEEING  THIS  TRANSFORMATION  CONTINUE  BIAS  NEVER 
BEEN  GREATER  BY  NATIONAL  INTEREST,  I  MEAN  AMERICA'S  SECURITY  INTEREST,  OUR 
GEO-POLITICAL  INTERESTS  IN  THE  CAUCASUS  AND  CENTRAL  ASIA-  AND  OUR 
COMMERCIAL  INTERESTS.  IN  SHORT,  AMERICANS  HAVE  AN  ENORMOUS  STAKE  IN  THE 
OUTCOME  OF  IHIS  TRANSFORMATION. 

•  IT  MAKES  A  DIFFERENCE  IF  RUSSIA  AND  THE  OTHER  FORMER  SOVIET  STATES  ARE 
DICTATORSHIPS  OR  DEMOCRACIES,  CENTRALLY  PLANNED  OR  MARKET-ORIENTED 
ECONOMIES; 

•  AMERICANS  BENEFIT  AS  RUSSLIN  WARHEADS  ARE  DEACTIVATED,  BOMBERS 
CHOPPED  UP  AND  WEAPONS  SCIENTISTS  EMPLOYED  ON  PFj^CEFUL  CIVILIAN 
RESEARCH: 

•  AMERICANS  BENEFIT  AS  POLITICAL  POWER  SHIFTS  IN  THE  FORMER  SOVIET  STATES 
TO  A  MORE  DEMOCRATIC  BASE.  AND  MEDIA  GROWS  EVER  MORE  INDEPENDENT; 

•  AMERICANS  BENEFIT  AS  NEW  COMMERCUL  CODES,  TAX  REGIMES  AND  CAPITAL 
MARKETS  ALLOW  US  FIRMS  TO  ENTER  LARGE  AND  UNTAPPED  MARKETS, 
INCREASING  INCOMES  AND  CREATING  JOBS  IN  THE  US. 

WE  CANNOT  STOP  OUR  ASSISTANCE  EFFORTS  HALFWAY-LEAVING  THOSE  WHO  HAVE 
JOINED  US,  HAND-IN-HAND,  WITH  UNFULFILLED  EXPECTATIONS  SLIDING  INTO 
DESTABILIZING  POLITICAL  FRUSTRATION  AND  ECONOMIC  UNCERTAINTY.  THE  HISTORIC 
WINDOW  OK  OPPORTUNITY  TO  MAKE  THE  WORLD  SAFER  FOR  OUR  CHILDREN  AND  THEIR 
CHILDREN  REMAINS  OPEN.    IT  WOULD  BE  ENORMOUSLY  SHORT-LIGHTED,  THEREFORE,  IF 
WE  DID  NOT  CONTINUE  TO  USE  OUR  ASSISTANCE  TO  SUPPORT  THE  ELEMENTS  IN  THE  FSU- 
IN  RUSSL^,  UKRAINE.  KYRGYZSTAN,  MOLDOVA,  KAZAKSTAN  AND  ELSEWHERE-  THAT 
CONTINUE  TO  STRIVE  MIGHTILY  FOR  REFORM 

IL  HOW  CONDITIONS  HAVE  CHANGED 

AS  I  STATED  AT  THE  OUTSET,  CIRCUMSTANCES  HAVE  CHANGED  DRAMATICALLY  OVER  THE 
PAST  FEW  YEARS  IN  FIVE  FUT«>AMENTAL  RESPECTS: 

•      FIRST,  OF  COURSE,  THE  LEVEL  OF  US  RESOURCES  AVAILABLE  FOR  ASSISTANCE 
HAS  DECLINED  DRASTICALLY.  FOR  EXAMPLE,  FREEDOM  SUPPORT  ACT  FUNDS 


HAVE  DECLINED  FROM  S2.S  Ba.LION  IN  1994  TO  S850  MILUON  IN  IWS  TO  $«4i 
MILLION  ANTICIPATED  IN  1996.  FUNDS  UNDER  THE  NCNN-LUGAR  PROGRAM 
HAVE  ALSO  DECLINED; 

-  SECOND,  OUR  KNOWLEDGE  OF  EACH  COUNTRY  HAS  INCREASED.  AND  NASCENT 
INFRASTRUCTURES  AND  INSTITUTIONS  HAVE  BEGUN  TO  FORM.  THIS  MAKES  IT 
EASIER  FOR  US  TO  FIND  EFFECTIVE  INTERLOCUTORS  AND  INDIGENOUS 
ORGANIZATIONS  TO  WORK  WITH  AND  REPOSE  OUR  TRUST  IN.  IT  ALSO  HELPS  US 
MORE  CLEARLY  IDENTIFY  WHO  WE  SHOULD  NOT  WORK  WITH; 

-  THIRD.  AS  ECONOMIC  ACTIVITY  HAS  IMPROVED.  A  NUMBER  OF  ENTITIES  HAVE 
ARISEN  WHICH  CAN  NOW  SHARE  IN  THE  COST  OF  THE  PROGRAMS  WE  SUPPORT, 
OR  AT  LEAST  PUT  UP  SOME  "EARNEST  MONEY"  INTO  CERTAIN  PROJECTS; 

•      FOURTH.  OTHER  INTERNATIONAL  DONORS  AND  INTERNATIONAL  FINANCIAL 
INSTITUTIONS  HAVE  FINALLY  MOVED  TO  A  POINT  WHERE  THEY  HAVE 
SIGNIFICANT  PROGRAMS  COMING  ON  LINE-WE  NEED  NO  LONGER  "GO  IT 
ALONE"  IN  PROVIDING  ASSISTANCE. 

«      FIFTH  JUST  AS  WE  HAVE  ALWAYS  SAID  THAT  ASSISTANCE  SHOULD  FOLLOW 
REFORM,  ASSISTANCE  RESOURCES  HAVE  SHIFTED  FROM  RUSSIA  TO  OTHER  NB 
COUNTRIES  AS  THEIR  REFORM  EFFORTS  HAVE  BLOSSOMED.  THIS  RESULTS  IN 
THE  PROPORTION  OF  RESOURCES  BEING  DEVOTED  TO  RUSSIA  TO  DECREASE 
SHARPLY  IN  THE  PAST  FEW  YEARS.  IT  SHOULD  ALSO  BE  NOTED  THAT  NO  CASH 
TRANSFERS  OF  ANY  KIND  ARE  MADE  TO  THE  RUSSIAN  GOVERNMENT.  OUR 
ASSISTANCE  THERE  IS  ONLY  ADVICE  AND  TECHNICAL  ASSISTANCE 

HI.  IMPROVING  EFFICIENCY  AND  EFFECTIVENESS  OF  U.S  .ASSISTANCE 

SHORTLY  AFTER  THE  DETONATION  OF  THE  FIRST  NUCLEAR  DEVICE  IN  THE  1940'S,  ALBERT 
EINSTEIN  COMMENTED:  "EVERYTHING  HAS  CHANGED-EXCEPT  THE  WAY  WE  THINK."  WE 
ARE  DETERMINED  THAT  THIS  NOT  BE  THE  CASE  WITH  NIS  ASSISTANCE.  WE  ARE 
CHANGING  THE  WAY  WE  iHINK-AND  ACT-TO  RESPOND  TO  THE  CHANGED 
CIRCUMSTANCES  NOTED  ABOVE  THROUGH  THE  FOLLOWING  STEPS. 

WE  ARE  MOVING  AWAY  FROM  THE  NOTION  THAT,  IN  ASSISTANCE,  BIGGER  IS  ALWAYS 
BETTER.  THE  VARIABLE  PATTERN  OF  RESOURCES,  AND  THE  ENORMOUS  PRESSURE  TO 
MOVE  FUNDS  QUICKLY,  TO  BE  UP  AND  RUNNING  QUICKLY  FERBAPS  LED  US  IN  THE  PAST 
TO  FAVOR  LARGE  CONTRACTS  OF  BROAD  SCOPE.  AS  RESOURCES  DIMINISH,  AND  AS  THE 
CHAOTIC  ENVIRONMENT  IN  MANY  OF  THE  NEWLY  INDEPENDENT  STATES  BEGINS  TO 
STABILIZE  SOMEWHAT.  WE  ARE  NOW  IN  A  BETTER  POSITION  TO  USE  MORE  INDIGENOUS 
ORGANIZATIONS,  TO  SUPPORT  PARTNERSHIPS  BETWEEN  SMALL  AMERICAN  ENTITIES  AND 
THEIR  NIS  COUNTERPARTS.  AND  TO  LOOK  TO  DO  MORE  WITH  VOLUNTEERS,  NON-PROFTTS 
AND  OTHER  "ALTERNATIVE"  MECHANISMS. 

FOR  EXAMPLE.  WE  ARE  CONSIDERING  SHIFTING  MOST  "PUBLIC  EDUCATION"  EFFORTS  TO 
INDIGENOUS  ORGANIZATIONS,  RATHER  THAN  RELYING  ON  AMERICAN  PUBLIC  RELATIONS 
AND  ADVERTISING  FIRMS.    THIS  WILL  PERMIT  US  TO  DO  MOKE  WITH  LESS.    ANOTHER 
EXAMPLE  OF  WHERE  WE  MAY  BE  ABLE  TO  DO  MORE  WITH  LESS  IS  IN  OUR  TECHNICAL 
TRAINING  EXCHANGES.  WE  ARE  CONSIDERING  SHIFTING  A  GREATER  PORTION  OF  OUR 
EXCHANGE  RESOURCES  TO  COMMUNITY  BASED  PROGRAMS,  UTILIZING  HOME-STAYS.  TO 
STRETCH  OUR  DOLLARS  FURTHER.  IN  THE  SMALLER  COUNTRIES  OF  THE  NIS  IN 
PARTICULAR,  WE  MUST  BE  MINDFUL  OF  THE  FACT  THAT  A  RELATIVELY  SMALL  AMOUNT 
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OF  FUNDING  CAN  MAK£  A  SIGNIFICANT  DIFFERENCE.  TO  THE  EXTENT  POSSIBLE.  SMALL 
COUNTRIES  THAT  ARE  STRIVING  FOR  REFORM  SHOULD  NOT  BE  UNDULY  PENALIZED  AS 
RESOURCES  DECLINE. 

FURTHER,  WITH  DECREASED  FUNDS,  WE  MUST  CONTINUE  TO  ASK  AND  EXAMINE  WITH 
EVEN  CLOSER  SCRUTINY  THAN  IN  THE  PAST  IF  A  PARTICULAR  COUNTRY  IS  READY  FOR  AND 
OPEN  TO  THE  TYPE  OF  CHANGE  THAT  AN  ASSISTANCE  ACTIVITY  IS  DESIGNED  TO  ADDRESS; 
AND  WE  MUST  CONTINUE  TO  MAKE  SURE  THAT  OUR  INTERLOCUTORS  WILL  WORK  WITH 
US  AS  FULL  PARTNERS. 

ADDITIONALLY.  COST  SHARING  MUST  BECOME  AN  EVEN  MORE  CRITICAL  COMPONENT  OF 
MANY  OF  OUR  PROGRAMS.  FOR  EXAMPLE,  WE  ARE  NOW  WORKING  WITH  A  NUMBER  OF 
PRIVATE  OR  PRIVATIZED  ENTITIES  WHO  ARE  BEGINNING  TO  DEVELOP  THE  ABILITY  TO 
PAY  FOR  A  PORTION  OF  l-HE  SERVICES  WE  ARE  PROVIDING.  BY  REQUIRING  THESE 
ENTITIES  TO  SHARE  IN  THE  COSTS.  WE  REDUCE  OUR  OWN  OUT-OF-POCKET  EXPENSE,  AND 
ENSURE  GREATER  "BUY-IN"  OF  THE  RECIPIENTS  TO  WHATEVER  ACTIVITY  THEY  ARE 
SUPPORTING. 

ALSO.  WE  ARE  RE-DOUBLING  OUR  EFFORTS  TO  SHIFT  MORE  OF  TEK  BURDEN  OF 
ASSISTANCE  TO  THE  WORLD  BANK,  THE  EU,  THE  EUROPEAN  BANK  FOR  BE  CONSTRUCTION 
AND  DEVELOPMENT  AND  OTHER  INTERNATIONAL  SOURCES.  WE  ARE  CAREFULLY 
EXAMINTNG  ACTlVlIiKS  WHICH  WE  CURRENTLY  FUND  WHICH  WE  THINK  THESE  OTHER 
WSrrTUTIONS  or  NATIONS  ARE  READY,  WILLING  AND  ABLE  TO  FUND.  AND  PLANNING  A 
TRANSITION  IN  THESE  AREAS.    FOR  EXAMPLE,  I  HAVE  JUST  RETURNED  FROM  BRUSSELS. 
WHERE  I  LED  CONSULTATIONS  WITH  THE  ASSISTANCE  AGENCIES  OF  THE  EUROPEAN 
UNION  AS  TO  HOW  THEY  CAN  ASSUME  A  GREATER  SHARE  OF  THE  EFFORT  IN  ASSISTANCE 
TOTHENIS. 

THE  NET  RESULT  OF  THESE  EFFORTS,  WILL  BE  A  STREAMLINED  ASSISTANCE  PROGRAM 
WHICH  MORE  EFFICIENTLY  AND  EFFECTIVELY  UTILIZES  THE  FEWER  RESOURCES 
AVAILABLE  TO  ADVANCE  OUR  OBJECTIVES.  WE  FULLY  RECOGNIZE  THAT  OUR  ASSISTANCE 
PROGRAM  WAS  DESIGNED.  BY  AND  LARGE,  TO  HAVE  A  RELATIVELY  SHORT  LIFE.    OVER 
THE  NEXT  FEW  YEARS  WE  MUST  LOOK  TOWARD  A  TRANSITION  OUT  OF  ASSISTANCE 
AREAS  WHICH  CAN  EITHER  BE  SUPPORTED  BY  OTHERS,  OR  WHERE  WE  BELIEVE 
SUFFICIENT  PROGRESS  HAS  BEEN  MADE  SO  THAT  US  ASSISTANCE  WILL  NO  LONGER  BE 
NECESSARY. 

IN  RUSSLV,  FOR  EXAMPLE,  I  ENVISION  OUR  PROGRAM  WILL  INCREASINGLY  FOCUS  ON 
AREAS  WHERE  WE  MUST  HAVE  CONTINUING  INTEREST  AND  IMPACT:  WEAPONS  SECURirV 
AND  NUCLEAR  MATERIAL  SAFETY;  MACRO-ECONOMIC  REFORM.  ESPECIALLY  IN  THE  TAX 
AREA;  TRAINING  AND  EXCHANGES;  DEMOCRACY  AND  DEVELOPMENT  OF  NON- 
GOVERNMENTAL ORGANIZATIONS  AND  INDEPENDENT  MEDIA;  AND  TRADE  AND 
INVESTMENT,  ESPECIALLY  THROUGH  THE  DEVELOPMENT  OF  SMALL  BUSINESS. 
PARTICULARLY  IN  UGHT  OF  THE  MIXED  RECORD  IN  MANY  OF  THE  NEWLY  INDEPENDENT 
STATES  IN  AREAS  OF  MACRO-ECONOIVQC  REFORM,  IT  IS  CRITICAL  THAT  WE  WORK  TO 
DEVELOP  SMALL  BUSINESS  THROUGH  TRAINING  AND  MICRO/SMALL  LENDING  PROGRAMS. 
IN  THIS  WAY,  WE  CAN  HELP  TO  DEVELOP  THE  ECONOMIES  OF  THE  REGION  FROM  THE 
BOTTOM  UP,  AND  HELP  TO  CREATE  A  CONSTITUENCY  FOR  CHANGE. 

IN  OTHER  COUNTRIES,  WE  SHOULD  RIGIDLY  APPLY  THE  RULE  THAT  WE  ONLY 
UNDERTAKE  PROGRAMS  THAT  ARE  VITAL  TO  OUR  INTEREST.    BUT,  WE  ALSO  MUST 
RECOGNIZE  THAT  ARBITRARY  DEADLINES  IVIAKE  NO  SENSE.  WE  |WUST  BE  ENGAGED  AT  AN 
APPROPIUATE  LEVEL  WHEN  OUR  OWN  NATIONAL  INTERESTS  CONTINUE  TO  BE  VERY  MUCH 
AT  STAKE-AND  STAY  UNTIL  THE  JOB  IS  DONE.  IN  THE  COOPERATIVE  THREAT  REDUCTION 
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AREA,  APPLICATION  OF  THIS  RULE  WILL  RESULT  IN  LESS  U.S.  ASSISTANCE  IN  THE 
DESTRUCTION  AND  DISMANTLEMENT  OF  WEAPONS  OF  MASS  DESTRUCTION  AS  THE 
RECEPLENT  STATES  REACH  THEIR  DISMANTLEMENT  COALS.  IN  OTHER  AREAS.  IT  MEANS 
WORKING  WITH  FLEDGLING  ECONOMIC  INSTITOTIONS  UNTIL  THEY  CAN  STAND  ON  THEIR 
OWN. 

IN  SUM,  OUR  ASSISTANCE  PROGRAMS  ARE  QUITE  SIMPLY  IN  U.S.  NATIONAL  TNTERESTS- 
THEY  ARE  INVFSTMENTS  IN  OUR  ECONOMIC  AND  NATIONAL  SECURITY.  AT  A  FRACTION 
OF  THE  COST  THAT  WE  HAVE  PAID  IN  THE  PAST,  OB  THAT  WE  WILL  HAVE  TO  PAY  FOR  THIS 
SECURITY  IN  THE  FUTURE  IF  THESE  TRANSITIONS  FAIL. 

WE  MUST  MOVE  FORWARD  IN  HELPING  THESE  TRANSITIONS,  FOR  OUR  OWN  SAKE. 
RECOGNIZING  THAT  WIUJ.E  WE  WILL  NOT  ALWAYS  MAKE  THE  CRITICAL  DIFFERENCE,  WZ 
MOST  CERTAINLY  WILL  MAKE  A.CRrnCAL  DIFFERENCE. 

WE  THEREFORE  GREATLY  APPRECL^TE  THE  STRONG  BI-PARTISAN  SUPPORT  THAT 
CONGRESS  HAS  PROVIDED  FOR  THF.SE  PROGRAMS  IN  THE  PAST,  AND  HOPE  THAT  THIS 
SPIRIT  OF  BI-PARTISANSHIP  WILL  PREVAIL  IN  THE  FUTURE. 

THANK  YOU  VERY  MUCH,  MR.  CHAIRMAN.  I  WOULD  HAPPY  TO  ANSWER  ANY  QUESTIONS 
THAT  YOU  OR  OTHER  DISTINGUISHED  MEMBERS  OF  THE  COMMITTEE  MAY  HAVE. 
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RICHARD  MORNINGSTAR 


On  April  4,  1995,  President  Clinton  appointed  Richard 
Morningstar  to  be  Special  Advisor  to  the  President  and 
Secretary  of  State  on  Assistance  to  the  New  Independent  States 
of  the  former  Soviet  Union  and  Coordinator  of  U.S.  Assistance 
to  the  NIS.   According  to  his  charter  signed  by  the  President, 
Mr.  Morningstar  oversees  all  bilateral  assistance  and  trade  and 
investment  activities  of  the  sixteen  U.S.  government  agencies 
engaged  in  technical  assistance,  trade  and  investment, 
exchange,  weapons  dismantlement  and  other  programs  in  the  New 
Independent  States  of  the  former  Soviet  Union. 

From  June  1993  to  April  1995,  Mr.  Morningstar  served  as  Senior 
Vice  President  for  Policy  and  Investment  Development  at  the 
Overseas  Private  Investment  Corporation.   In  that  position,  he 
was  responsible,  among  other  things,  for  development  and 
implementation  of  strategies  for  the  opening  of  new  investment 
programs  in  Russia  and  the  other  New  Independent  States  of  the 
former  Soviet  Union,  as  well  as  new  programs  in  Eastern  Europe, 
Gaza/West  Bank  and  South  Africa.   He  coordinated  OPIC's 
seven-fold  increase  in  NIS  finance  and  insurance  programs  in 
1994. 

Before  OPIC,  Mr.  Morningstar  had  twenty  years  of  business, 
policy  and  legal  experience.   For  over  ten  years,  he  served  as 
Chairman  and  CEO  at  Costar  Corporation,  listed  by  Forbes 
Magazine  as  one  of  the  top  200  small  companies  in  the  country 
and  recognized  as  one  of  the  nation's  fastest  growing 
exporters .   He  has  advised  the  Department  of  Commerce  on 
international  trade  and  technology  issues;  he  served  on  the 
Economics  and  International  Trade  Cluster  and  prepared  analysis 
of  the  Trade  and  Development  Agency  for  the  1992  Presidential 
Transition . 

From  1970  to  1981,  Mr.  Morningstar  practiced  law  with  the  firm 
of  Peabody  &  Brown  in  Boston,  Massachusetts,  and  from  1976  was 
a  Partner  and  Administrator  of  the  Litigation  Department. 

He  has  been  Adjunct  Professor  of  Law  at  the  Boston  College  Law 
School  and  Commissioner  of  the  National  Conference  of 
Commissioners  on  Uniform  State  Laws. 

Mr.  Morningstar  graduated  from  Harvard  College  with  high  honors 
and  received  a  law  degree  from  Stanford  Law  School.   A  baseball 
enthusiast,  he  is  part-owner  of  the  Elmira  Pioneers,  a  minor 
league  baseball  team  in  Elmira,  New  York.   Mr.  Morningstar  is 
married  with  four  children. 
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statement  of  Thomas  A.  Dine 

Assistant  Administrator  for  Europe  and  the  New  Independent  States 

United  States  Agency  for  International  Development 

Committee  on  International  Relations 

United  States  House  of  Representatives 

One-hundred- fourth  Congress,  First  Session 

November  14,  1995 

Mr.  Chairman  and  Members  of  the  Committee,  I  welcome 
this  opportunity  to  examine  the  current  status  and  future 
direction  of  our  foreign  assistance  programs  in  the  New 
Independent  States  (NIS) . 

Let  me  begin  by  echoing  several  guiding  themes  I 
identified  when  I  testified  before  this  Committee  last  March: 
U.S.  national  interests,  American  leadership,  assistance 
strategy,  and  program  impact. 

I  believe  these  themes  are  the  "first  principles"  of 
the  U.S.  foreign  assistance  programs  in  the  NIS  region,  and  they 
bear  repetition  here  today. 

First,  U.S.  national  interests.   Foreign  assistance, 
properly  designed  and  implemented,  is  an  integral  instrument  of 
U.S.  foreign  policy.   The  work  of  USAID  promotes  U.S.  interests 
and  reflects  the  American  ideals  of  international  peace,  freedom, 
and  prosperity.   Achieving  these  goals  promotes  strategically 
important  U.S.  commercial,  economic,  and  security  interests. 

Speedy,  stable,  and  successful  transitions  to  marked- 
oriented  democracies  in  Russia,  Ukraine,  Moldova,  Armenia, 
Georgia,  K^zakstan,  the  Kyrgyz  Republic,  and  the  other  NIS 
countries  will  expand  trade  and  investment  opportunities  for  U.S. 
business  and  enhance  our  national  security  in  the  post -Cold  War 
world.   Only  if  economic  and  political  reforms  become 
irreversible,  however,  can  we  fully  reap  benefits  of  peace 
commensurate  with  over  40  years  of  Cold  War  sacrifices.   The 
"peace  dividend, "  estimated  to  be  as  high  as  $230  billion  in 
reduced  defense  costs  since  1990,  permits  us  to  make  more 
investments  in  our  own  needs  at  home.   Our  assistance  to  the  NIS 
is  a  small  investment  to  ensure  that  our  peace  dividend  becomes 
permanent.   In  place  of  uniform  hostility  and  mutual  assured 
destruction,  new  relationships  are  evolving  with  the  NIS  as  we 
engage  in  pragmatic  global  problem- solving. 

Conversely,  the  failure  of  reform  in  the  NIS  region 
could  threaten  the  U.S.  and  its  allies  with  new,  unwelcome 
challenges  from  potentially  unfriendly  nuclear-armed  powers  or 
"failed  states,"  resulting  in  high  defense,  security,  and 
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international  law  enforcement  costs  for  the  U.S.   Our  own  self- 
interest  demands  continued  active  engagement  with  NIS  reformers. 

Second,  American  leadership.   Like  its  sister  SEED  Act, 
the  FREEDOM  Support  Act  stands  for  a  foreign  policy  of  active 
engagement  with  countries  in  transition  from  Communism.   These 
bipartisan  acts  of  Congress,  which  have  been  implemented  by  USAID 
and  other  U.S.  Government  agencies  over  the  past  five  years,  are 
touchstones  of  American  leadership  in  expanding  the  realm  of  open 
markets  and  open  societies  around  the  globe. 

It  is  noteworthy  that  we  have  used  our  foreign 
assistance  leadership  to  leverage  the  resources  of  other  donors, 
both  bilaterally  and  multilaterally. 

Third,  assistance  strategy.   Our  assistance  strategy 
targets  reformers.   And  our  tactics  are  those  of  flexible 
response.  -  We  do  not  waste  time  or  resources  on  non- reforming 
countries,  but  we  stand  ready  to  assist  them  when  the  political 
will  for  reform  manifests  itself.   We  define  reformers  broadly 
enough  to  encompass  agents  of  change  both  at  the  national  and 
local  levels,  at  the  center  and  at  the  grassroots.   If  reform 
gets  derailed  or  deflected  in  the  central  government,  we  use  our 
flexibility  to  redouble  technical  assistance  to  the  grassroots. 
We  will  work  with  reformers  wherever  we  find  them. 

Fourth,  program  impact .   We  know  that  our  programs  are, 
of  necessity,  limited  in  magnitude  and  duration.   In  each 
country,  we  have  focused  on  key  reform  areas,  such  as  building 
markets,  establishing  the  rule  of  law  and  other  democratic 
institutions,  and  social  sector  restructuring,  in  which  our 
assistance  can  have  the  greatest  impact  on  the  course  and 
sustainability  of  systemic  change. 

In  close  consultation  with  the  Coordinator  for  NIS 
Assistance,  we  are  scrutinizing  our  portfolio  of  programs  and 
implementing  exhaustive  internal  management  measures  to  squeeze 
more  effectiveness  out  of  ever^'  available  assistance  dollar. 

These  four  principles  --  national  interests, 
leadership,  strategy,  and  impact  --  are  elementary  and 
reinforcing.   In  sum,  USAID 's  foreign  policy  mission  is  to  take 
the  lead  in  the  field  of  technical  assistance  and  advance  key 
U.S.  interests  in  support  of  systemic  reform  across  the  NIS 
region  -  -  as  in  other  regions  of  the  world  -  -  through  targeted 
programs  and  active  engagement  with  reformers. 

I.   Exas^les  of  Systemic  Reform  and  USAID  Impact 

Systemic  reform  means  changes  that  go  to  the  root  of 
social  arrangements:  a  new  way  of  doing  business,  a  new  kind  of 
state,  a  new  social  contract.   In  the  case  of  the  NIS  countries, 
these  reforms  must  reverse  more  than  70  years  of  Communist  folly 
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under  the  guise  of  an  experiment  in  "scientific  socialism."  They 
also  represent  a  historic  departure  from  centuries  of  largely 
non-Western  development. 

Concrete  examples  are  the  best  way  to  illustrate  what 
systemic  reform  means,  as  well  as  what  intact  USAID  technical 
assistance  programs  are  having  on  the  vectors  of  transition 
across  the  former  Soviet  Union. 

Like  the  numerous  exan^les  I  have  shared  with  this 
Committee  before,  these  snap-shots  show  that  reform  is  not  a  one- 
time, discrete  event.   Each  step  of  progress  uncovers  new  areas, 
for  more  work.   Each  victory  inevitably  leads  to  new  problems. 
And,  at  times,  the  harshest  challenges  may  emerge  precisely  where 
important  progress  has  been  made. 

(B)   Institutions  of  Democracy  and  the  Rule  of  Law 

(1)  Open  and  independent  media  are  the  lifeblood  of 
democracy.  They  are  also  the  best  antidotes  to  extremism  and 
demagoguery.   A  few  short  years  ago,  even  under  qlasnost .  Soviet 
dictatorship  was  based  on  state  control  of  information  and  the 
use  of  the  media  for  one-party  propagcuada  and  agitation.   Today, 
the  people  of  the  Russian  Federation  can  get  their  information 
from  independent  sources,  form  their  own  opinions,  and 
disseminate  those  opinions  openly. 

We  Americans  can  take  pride  in  the  fact  that  our  tcuc 
dollars  have  made  a  contribution  to  this  transformation.   USAID' s 
progrsuns,  along  with  those  of  our  colleagues  at  USIA,  have 
supported  the  independent  media.   Under  USAID  funding,  small 
television  studios  in  provincial  Russicin  cities  have  been  linked 
into  a  growing  network  of  producers  and  broadcasters,  sharing 
programs,  spreading  know-how,  euad  bringing  uncensored  news  to 
their  viewers.   These  outlets  were  in5)ortant  links  in  the  growing 
chain  of  free  media  that  are  giving  Russians  the  information  they 
need  to  make  democracy  work. 

Likewise,  in  Ukraine  today  there  are  many  independent 
newspapers  and  local  television  stations,  though  many  are 
struggling  for  financial  independence.   The  International  Media 
Center,  an  Intemews  project  financed  by  USAID,  broadcasts  the 
news  four  times  daily  on  State  TV's  cheuinel  2.   This  is  the  first 
independently-produced  television  news  program  to  be  broadcast 
throughout  Ukraine. 

Sometimes  the  in^ortauice  of  independent  media  is 
clearest  in  darkest  times.   For  example,  throughout  the  year- long 
upheaval  in  Chechnya,  the  independent  media  have  accurately 
reported  and  vigorously  exposed  the  brutality  of  the  military 
operation.   In  Russia,  the  government  is  no  longer  immune  to 
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pxiblic  scrutiny  and  censure.   Thanks  to  the  courage  of 
independent  correspondents  and  photographers,  Russian  citizens 
today  are  informed  about  the  good  and  the  bad  in  their  country. 
As  we  know  from  our  own  experience,  there  is  no  better  check  on 
government  power  than  a  well  informed  public. 

(2)  Only  a  few  years  ago,  elections  in  the  Soviet 
Union  were  sham  exercises,  devoid  of  democratic  significance. 
Typically,  there  was  95%  voter  turnout,  a  95%  margin  of  victory 
for  the  Communist  candidate,  and  a  100%  farce.   Today,  while 
turnout  may  have  decreased,  the  quality  of  elections  has  changed 
dramatically:  they  are  democratic.   In  the  former  Soviet  Union, 
this  elementary  change  is  a  revolutionary  development. 

Throughout  much  of  the  NIS  region,  elections  --  for 
parliaments,  for  presidents,  for  local  governments  --  have  been 
deemed  "free  and  fair"  by  neutral  domestic  and  interaational 
observers.   Governments  have  respected  the  ballot  box  and  changed 
peacefully.   Winners,  like  Ukraine's  President  Kuchma,  have  found 
points  of  compromise  with  their  political  opponents,  and  those 
opponents  are  loyal  to  the  democratic  system  and  operate  within 
its  bounds. 

Here,  too,  U.S.  assistance  has  made  important 
contributions.   Electoral  commissions  in  NIS  countries  that 
request  help  in  drafting  new  electoral  laws  to  estaiblish  multi- 
party systems  have  been  assisted  through  USAID- funded  legal 
expertise.   And  non-partisan  groups  wishing  to  perform  the  civic 
duty  of  poll-watching  --  and  act  as  guarantors  of  fairness  -- 
find  USAID  grantees  ready  and   able  to  help  them  learn  how. 

I  should  note  that  the  recent  controversy  surrounding 
certain  administrative  decisions  of  Russia's  Central  Election 
Commission  (CEC)  is  quite  instructive  as  to  the  challenges  of 
implementing  a  fair  election  system,  but  it  also  shows  that  the 
separation  of  powers  in  Russia  works. 

When  the  Russicui  Federation  Supreme  Court  reversed  the 
CEC's  overly  narrow  and  apparently  capricious  decision  to 
disqualify  several  parties  --  including  the  reformist  Yabloko 
Party  --  from  the  December  1996  D\ima  elections  for  minor 
technical  violations  of  electoral  laws,  the  Court  exercised  its 
judicial  independence  to  review  and  check  the  power  of  the 
executive  branch.   This  is  a  strong  sign  that  Russia's  new, 
constitutionally-based  system  of  limited  government  is  being  put 
to  the  practical  test  emd  is  prevailing  over  old  Soviet  patterns. 

(3)  Non- Governmental  Organizations  (NGOs) ,  Civil 
Society,  and  Local  Government.   Allied  with  the  principles  of 
accountaibility  eind  limited  state  power  --  embodied  in  free 
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elections  and  media  independence  --is  the  broad  idea  of  "civil 
society, "  as  reflected  in  the  development  of  non- governmental 
advocacy  organizations  and   other  avenues  of  citizen  activism  and 
empowerment . 

USAID  is  promoting  the  development  and  spread  of  NGOs  - 
-  including  environmental  groups,  humaui  rights  organizations,  and 
free  trade  unions  --in  the  NIS  countries  by  helping  to  estcdDlish 
clear  legal  frameworks  for  their  operation  as  well  as  through 
technical  training.   Small  gremts  programs,  such  as  that  of  The 
Eurasia  Foundation,  are  providing  critical  support  for  the 
emerging  NGO  sectors  throughout  the  NIS  region. 

Thanks  to  a  USAID  program  carried  out  by  ISAR, 
environmentalist  groups  throughout  the  NIS  region  are  now  linked 
via  electronic  networks,  medcing  possible  consciousness-raising 
and  coordinated  lobbying  canpaigns.  Another  fine  NGO  example  is 
the  Andrei  Sakharov  Center  in  Moscow,  sponsored  jointly  by  USAID 
and  Freedom  House,  which  is  growing  into  cui  inportant  model  for 
human  rights  watchdog  organizations  throughout  the  NIS  region. 

USAID  progreuns  also  support  democratic  reform  and 
decentralization  by  improving  the  capacity  for  regional  and  local 
self-government  in  the  Russian  Federation,  Ukraine,  Kazakstan, 
and  other  NIS  countries.   For  exeunple,  Ukrainicin  mayors,  who  have 
consistently  demonstrated  a  degree  of  commitment  to  reform 
sometimes  hard  to  find  at  the  center,  receive  targeted  USAID 
support  through  programs  bringing  tremsparency  and  efficiency  to 
local  administrative  euid  fiscal  functions. 

(4)   Rule  of  Law.   As  Justice  Scalia  has  succinctly 
stated,  the  rule  of  law  is  the  law  of  rules.   It  means  that  due 
process  will  be  applied  to  all  matters  of  adjudication  and  that 
courts  will  have  the  independence  to  enforce  those  rules  of 
procedure.   The  rule  of  law  is  a  check  on  state  power,  and 
perhaps  there  is  no  clearer  embodiment  of  that  check  than  the 
jury  trial. 

The  provinces  of  the  old  Russiem  Entire  had  forms  of 
jury  trials  dating  back  to  the  mid- 19th  century.   However,  after 
the  Bolsheviks  e±)Olished  the  jury  system  after  1917.   During  the 
Soviet  period,  criminal  trials  were  reduced  to  tools  of  social 
control  by  the  state. 

In  the  past  two  years,  Russia  and  some  other  NIS 
countries  have  embarked  on  the  wholesale  transformation  of  their 
justice  systems  into  one  based  on  the  rule  of  law.  Among  other 
developments,  a  limited  right  to  a  jury  trial  is  now  guaranteed 
in  the  Russian  Constitution.  Accordingly,  the  Russian 
legislature  passed  new  iirplementing  laws  to  reinstitute  criminal 
jury  trials  and  to  reform  the  substouitive  euid  procedural  criminal 
codes.   The  legislature  of  Belarus  also  passed  a  criminal  jury 
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initiative. 

Tapping  the  pro  bono  resources  of  the  American  Bar 
Association's  Central  and  East  European  Law  Initiative  (CEELI) , 
USAID  has  provided  svibstantial  technical  assistance  in  the 
reintroduction  of  jury  trials  in  Russia,  including  multimedia 
training  for  judges,  prosecutors,  defense  lawyers,  and  jurors. 
As  a  tangible  example,  USAID- sponsored  experts  helped  legal 
reformers  produce  a  standardized  "benchbook"  on  jury  trials  for 
judges. 

The  results  have  been  dramatic:  over  300  jury  trials 
have  been  held  in  nine  regions  (oblasts)  of  the  Russian 
Federation.   In  January  1996,  four  more  regions  join  the  program. 
Russian  judges  now  scrutinize  the  state's  evidence  for  its 
admissibility  before  juries.   An  acquittal  rate  of  approximately 
20  percent  suggests  that  Russian  juries  dare  to  stand  up  to  the 
power  of  once- omnipotent  prosecutors,  to  make  their  own 
independent  decisions,  and  to  acquit  defendants  against  whom  the 
state  has  failed  to  present  sufficient  evidence. 

Legal  systems  are  organic.  Change  in  one  part  of  the 
system  affects  the  whole.  Criminal  justice  is  having  an  impact 
on  the  entire  Russian  legal  establishment,  as  new  norms  develop 
and  as  legal  professionals  begin  to  see  their  roles  transformed. 


These  are  only  a  few  examples  of  how  USAID -funded 
programs  have  made  a  significant  impact  on  the  evolution  from 
authoritarianism  to  democracy  and  the  rule  of  law  in  the  NIS 
region.   There  is  no  question  that  changes  in  political  culture 
are  being  reinforced  by  changes  in  economic  mechanisms.   Open 
societies  and  open  markets  go  hand-in-hand.   Following  are 
examples  of  USAID  program  impact  on  the  parallel  transition  from 
"command  economies"  to  real  markets. 


(B)   Economic  Restructuring:   Privatization,  Capital  Markets, . and 
Commercial  Codes 

(1)   A  true  microeconomic  revolution  is  underway  in 
much  of  the  NIS  region.   The  first  step  was  to  break  the  back  of 
the  Soviet-era  central  planning,  thereby  "de-politicizing"  the 
post-Soviet  economies.   Through  mass  privatization  programs, 
economic  decision-making  is  being  restored  to  the  grassroots: 
enterprises,  shareholders,  and  entrepreneurs. 

For  example,  as  a  result  of  USAID-assisted  mass  voucher 
privatization  (MPP)  in  the  Russian  Federation  --  in  which  fully 
98  percent  of  eligible  citizens  participated  --  about  120,000 
small,  medium,  and  large  enterprises  are  now  in  private  hands. 
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Today,  over  60  percent  of  GDP  is  generated  by  the  private  sector, 
and  almost  50  percent  of  the  industrial  labor  force  works  in  the 
private  sector.  As  the  direct  result  of  MPP,  an  estimated  40 
million  Russian  citizens  own  stock  of  privatized  companies  and 
have  personal  stakes  in  the  further  success  of  the  reform 
process . 

Starting  from  a  base  of  nearly  total  state  employment, 
ownership,  and  control  in  1992,  the  pace  of  economic  change  is 
remarkadDle.   Change  is  visible  in  people's  lives.   Shops  are 
stocked  with  goods,  entrepreneurs  set  up  small  businesses 
everywhere,  choice  and  opportunity  have  expanded.   The  vocabulary 
of  economic  debate  has  been  revised  in  favor  of  private  property, 
free  markets,  and  the  forces  of  supply  ouid  demand. 

The  USAID- sponsored  mass  privatization  program  in 
Kyrgyzstan  is  regarded  as  perhaps  the  most  innovative  and  far- 
reaching  of  any  in  the  former  Soviet  Union  (outside  the  Baltics) . 
Private  citizens  have  the  option  of  investing  in  newly  privatized 
companies  directly  or  through  investment  companies.   Thus  far, 
shares  in  more  than  700  enterprises  have  been  sold  and  300  have 
been  fully  privatized. 

The  privatization  program  in  Kazakstan,  though  stymied 
--  as  in  Ukraine  --by  the  government's  reluctance  to  sell  some 
of  the  most  viable  companies,  has  also  recorded  a  number  of 
successes.   Through  July  1995,  95  percent  of  the  eligible 
population  had  picked  up  mass  privatization  coupons  and  80 
percent  had  invested  at  least  some  of  them.   USAID  advisors  also 
worked  to  reduce  the  registration  process  for  companies  from  45 
to  3-5  days.   By  August  1995,  1,090  out  of  a  targeted  1,250 
companies  had  been  auctioned. 

(2)   Sectoral  and  Enterprise  Restructuring.   Reforming 
countries  must  achieve  a  proper  cuid  efficient  balance  between>the 
public  and  private  sectors  in  their  economies.   For  reform  to 
"ork,  state  strangleholds  on  so-called  strategic  sectors  such 
energy  --  the  lifeblood  of  any  industrial  economy  --  must  end. 

At  the  same  time,  legitimate  state  functions  in  the 
economy,  such  as  the  provision  or  subsidy  of  many  social 
services,  must  be  radically  restructured  and  rationalized  to 
achieve  fiscal  sustainability. 

Furthermore,  it  must  be  recognized  that  mass 
privatization  programs  involve  much  more  than  the  transfer  of 
legal  ownership.   To  succeed  fully,  privatization  must  lead  to 
the  transformation  of  the  economic  roles  and  attitudes  of  both 
individuals  and  organizations. 

(a)   De -monopolization.   State  monopolies  in  certain 
strategic  input  sectors,  like  energy,  die  hard  in  the  NIS.   The 
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real  cost  of  such  monopolies  is  reflected  insidiously  in  the  form 
of  rampant  inefficiency  throughout  the  economy. 

Since  1992,  the  energy  crisis  has  been  particularly 
acute  in  Ukraine,  which  depends  heavily  on  energy  imports  and 
consumes  them  voraciously,  fueling  its  chronic  balance-of- 
payments  deficits.   To  address  this  problem,  USAID  is  working 
with  the  World  Bank  and  five  other  donors  in  a  coordinated  effort 
to  restructure  Ukraine's  energy  sector. 

The  thermal  power  sector  in  Ukraine  is  being  rapidly 
transformed  from  an  inefficient  state-owned  and  operated  monopoly 
into  a  system  of  private  companies.   Eight  massive  vertically- 
integrated  regional  monopolies  used  to  perform  all  the  basic 
utility  functions  --  power  generation,  transmission,  and 
distribution.   These  mammoths  have  been  broken  down, 
corporatized,  and  reconfigured  into  a  system  of  over  33  leaner 
companies..  The  objective  is  to  promote  competition  while 
retaining  the  inherent  efficiency  of  natural  monopolies.   In 
addition,  with  USAID  assistance,  a  National  Electricity 
Regulatory  Commission  --  the  first  of  its  kind  in  the  NIS  --  has 
been  created  to  regulate  retail  tariffs  and  ensure  fair 
competition. 

(b)   Social  Sector  Restructuring.   A  major  obstacle  to 
comprehensive  economic  reform  in  the  NIS  countries  has  been  the 
social  pain  --  and  the  fear  of  it  --  engendered  by  hyper- 
inflation, unemployment,  evaporating  pensions,  and  deteriorating 
social  services.   These  phenomena  can  have  serious  political 
consequences  for  reformers.   For  example,  in  Ukraine,  anti- reform 
factions  in  the  Rada  have  succeeded  in  blocking  some  of  President 
Kuchma's  reforms  by  appealing  to  the  plight  of  millions  of 
Ukrainians  struggling  to  meet  basic  needs. 

Neither  USAID  nor  other  donor  agencies  can  finance 
social  "safety  nets"  in  the  NIS  region,  but  we  can  provide 
targeted  technical  assistance.   Last  spring,  for  instance,  USAID 
responded  to  a  request  from  the  Ukrainian  government  to  help 
design  and  implement  a  housing  subsidy  program  for  the  poorest 
families.   The  program  pays  families  a  subsidy  if  their  monthly 
housing  and  utility  payments  exceed  15  percent  of  family  income. 
By  May  1995,  714  housing  subsidy  offices  were  opened,  and  in 
August  the  program  was  extended  to  cover  purchases  of  liquid  gas 
and  solid  fuels  so  that  rural  families  would  also  benefit.   By 
the  beginning  of  October,  540,000  Ukrainian  families  were 
receiving  subsidies  averaging  1  million  karbovonets  per  month 
(roughly  $6) ,  or  12  percent  of  average  monthly  income. 

Thanks  in  large  measure  to  this  program,  the  Ukrainian 
government  was  also  able  to  meet  key  IMF  requirements  that 
housing  and  utility  prices  begin  to  cover  the  costs  of  those 
services  and  thus  reduce  the  budget  deficit.   On  average,  prices 
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have  increased  ten- fold  since  the  beginning  of  1995  and  now  cover 
approximately  40  percent  of  costs  --  but  without  harming  the 
least  advantaged  families. 

(c)   Corporate  Governance  and  Enterprise  Restructuring. 
USAID- sponsored  advisors  are  also  helping  privatized  enterprises 
to  restructure  and  become  more  efficient  in  response  to  market 
forces.  As  a  result,  in  Russia,  a  new  class  of  reform- oriented 
corporate  managers  -  -  now  accounteible  to  shareholders  -  -  is 
reorganizing  companies,  cutting  costs,  changing  product  lines, 
and  exploiting  new  markets. 

The  history  of  the  Vladimir  Tractor  Factory  in  Russia 
is  a  good  example  of  the  new  thinking  in  action.   Shortly  after 
the  tractor  plant  was  privatized,  the  stockholders  --  mostly 
workers  --  got  together  to  elect  a  new  CEO.   The  contenders  posed 
a  stark  contrast:  an  old  Soviet -era  manager  and  a  deputy  with  a 
U.S.  MBA.   The  younger  man  told  the  shareholders  the  truth  about 
the  condition  of  the  plant  cind  the  urgency  of  cost- cutting 
measures .   The  old  manager  guaranteed  j  obs  and  wages  -  -  and  won . 
But,  less  than  a  year  later,  when  it  became  clear  that  the  old 
approach  could  not  work,  a  new  election  was  called.   This  time, 
the  reform- oriented  candidate  was  elected  CEO.   Today,  after 
restructuring,  the  company  is  on  the  way  to  profitability. 

Stories  like  the  Vladimir  Tractor  Factory  illustrate 
the  challenges  even  after  the  success  of  mass  privatization. 
Prudent  corporate  governance,  the  spread  of  managerial  know-how, 
and  rigorous  restructuring  are  the  vital  next  steps  in  Russia  and 
other  privatized  economies. 

(3)   Sound  Capital  Markets.   Mass  stock  ownership  and 
trade  also  raises  further  issues  about  the  mechanisms  of  transfer 
and  the  regulation  of  securities  markets.   USAID- funded  experts 
are  working  with  Russian  coiuiterparts  to  develop  stock  registries 
and  clearance  systems,  independent  Securities  Exchange 
Commission- type  agencies,  as  well  as  other  legal  and  regulatory 
reforms  that  will  serve  to  integrate  the  newly  privatized  assets 
into  fully  functioning  market  economies. 

Russia's  capital  markets  --  including  initial  public 
offerings  (IPOs),  secondary  equity  markets,  and  mutual  funds  -- 
are  already  attracting  steady  rates  of  foreign  portfolio 
investment  and  must  eventually  become  the  driving  engines  of 
domestic  investment. 

Hostile  take-over  bids,  such  as  the  attempted 
accjuisition  of  the  Red  October  Chocolate  Factory  this  summer, 
show  that  Western  merger  and  acquisition  techniques  do  not  lose 
in  their  translation  to  the  Russiain  setting.  Nor  do  techniques 
of  resisting  take-over.   Indeed,  a  recent  Financial  Times  article 
entitled  "Capitalism  is  in  the  Genes"  (November  3,  1995) 
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described  what  the  reporter  called  "an  awakening  from  74  years  of 
communism"  in  Russia.   The  explosive  energy  of  Russian 
entrepreneurship  is  so  powerful  that  a  major  priority  today  is  to 
establish  effective  legal  and  regulatory  mechanisms  to  ensure 
fair  trade  and  systemic  soundness  in  capital  markets. 

In  1995,  the  Central  Asian  Stock  Exchange  (CASE)  in 
Almaty,  Kazakstan,  and  the  Kyrgyzstan  Stock  Exchange  (KSE)  in 
Bishkek  both  officially  opened  and  started  trading.   Initially 
modest  in  scope,  these  two  institutions  are  the  foundation  upon 
which  a  securities  market  and  sound  corporate  governance 
framework  in  Central  Asia  is  being  built.   USAID  advisors  were 
heavily  involved  at  all  stages  in  the  process  of  establishing 
these  bourses  and  thus  far  have  been  the  single  most  important 
external  factor  in  ensuring  their  success. 

The  CASE  in  Almaty  is  proving  its  merit  in  unexpected 
ways,  for  example,  as  a  vehicle  for  new  modes  of  privatization 
such  as  the  sale  of  state  shares  for  cash.   Already,  five  such 
state- share  auctions  have  been  held  at  the  stock  exchange, 
including  one  in  October  1995  at  which  the  government  sold  off 
five  percent  of  its  stake  in  the  Pavlodar  Aluminum  Company. 
About  60  banks  and  scores  of  non-bank  enterprises  are  expected  to 
be  auctioned  off  in  similar  fashion  in  Kazakstan  in  coming 
months . 

I  should  note  that  the  increasingly  positive  investment 
climate  in  Central  Asia  is  further  reflected  in  the  16  direct 
investment  transactions  worth  approximately  $24  million  funded  by 
the  USAID -sponsored  Central  Asian -American  Enterprise  Fund 
(CAAEF)  in  1995. 

(4)   The  new  way  of  doing  business  in  the  NIS  countries 
must  be  codified  into  law.   The  rule  of  law  is,  indeed,  a 
dimension  that  binds  political  and  economic  changes  together  in  a 
market -oriented  democracy.   Thanks  to  USAID- funded  legal 
assistance,  modern  commercial  codes,  bankruptcy  codes,  and  tax 
codes  are  being  designed,  drafted,  and  put  into  effect  in  many 
NIS  countries. 

For  example,  on  January  1,  1995,  Part  I  of  Russia's  new 
Civil  Code,  containing  basic  business  laws  On  ownership, 
mortgages,  corporations,  and  contracts,  went  into  effect.   The 
next  step  in  the  process  is  passage  of  Civil  Code  Parts  II  and 
III,  which  are  currently  before  the  Duma,  including  laws  on 
intellectual  property,  inheritance,  and  conflict  of  laws. 

To  be  effective,  commercial  codes  ultimately  require 
reliable  courts  to  enforce  their  provisions.   USAID- sponsored 
experts  are  working  on  the  development  of  appropriate  judicial 
structures  and  the  training  of  arbitration  judges  in  Russia, 
Kazakstan,  and  other  NIS  countries. 
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Teuc  reform  is  another  imperative  for  creating  a 
fiscally  sound,  business -friendly  legal  environment.   Kazakstan's 
new  tcix  code,  enacted  in  July  1995,  was  a  product  of  sustained 
USAID  technical  assistance.   This  con^rehensive  legislation  has 
been  described  as  the  "first  modem  tax  code  within  the  former 
Soviet  Union, "  setting  the  steuadard  for  other  countries  in  terms 
of  its  fairness,  transparency,  and  administrative  efficiency. 

Although  progress  has  been  slower  in  Uzbekistan,  a 
similar  new  tax  code  has  been  drafted  and  should  be  presented  to 
the  Cabinet  of  Ministers  in  Tashkent  by  the  end  of  the  year. 


Without  the  commitment  euid  courage  of  the  peoples  of 
the  NIS  countries,  reforms  such  as  the  ones  I  have  described 
would  not  occur.   But,  without  targeted  assistance  from  the  U.S. 
and  other  donors,  the  reforms  and  the  reformers  would  lose  the 
benefit  of  expert  know-how  and  catalytic  support. 

These  magnificent  steps  forward  --  and  their  stark 
contrast  to  the  very  recent  past  --  should  not  blind  us  to  the 
distance  that  lies  ahead.   USAID  is  prepared  to  be  a  partner  in 
the  critical  next  steps  of  reform  throughout  the  NIS  region. 

Those  NIS  countries  which  have  postponed  reform  -  -  or 
settled  for  only  piecemeal  measures  -  -  have  also  prolonged  their 
own  stagnation.   But  the  countries  that  have  embraced  fundamental 
change,  despite  all  its  concomitant  pains,  now  find  themselves  on 
the  road  to  far  better  futures. 

The  unequivocal  lesson  is  that  there  is  absolutely  no 
substitute  for  systemic  reform.   The  path  to  post -Communist 
prosperity  demands  sustained  --  and   sustaincible  --  reform. 


II.   USAID/ENI  Management  Reforms 

I  am  proud  to  say  that  USAID  has  taken  some  of  its  own 
medicine:   reform.   This  U.S  Government  agency  has  embraced 
change  through  "right-sizing"  and  reengineering.   In  the  last 
two-and-a-half  years,  USAID  has  undertaken  sweeping  reforms  of 
how  we  are  organized  and  how  we  do  business  both  at  home  and 
abroad . 

For  example,  the  Agency  has  pleuined  for  the  closing  of 
21  missions,  reduced  total  staff  from  10,600  to  9,400  people, 
begun  to  reduce  project  design- to- in55lementation  time  fourfold 
from  27  to  6  months,  started  to  integrate  state-of-the-art 
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financial  management  systems,  and  dramatically  opened  up  its 

procurement  process . 

Thanks  to  these  aggressive  reforms,  USAID  has  earned 
its  place  as  one  of  the  lead  agencies  in  the  Vice  President  Al 
Gore's  National  Performance  Review  (NPR)  program  to  "reinvent" 
government.  More  fundamental,  USAID  is  better  positioned  than 
ever  to  promote  U.S.  national  interests,  both  in  the  NIS  region 
and  around  the  rest  of  the  globe. 

To  put  the  matter  bluntly,  we  do  not  waste  U.S. 
taxpayer  dollars  to  provide  technical  assistance  where  reformers 
do  not,  or  cannot,  flourish.   And  the  resources  we  do  commit  are 
being  used  as  effectively  and  efficiently  as  possible. 

I  took  this  job  recognizing  its  management  challenges 
and  the  inherent  frustration  of  being  held  accountable  for  reform 
in  the  NIS  with  assistance  levels  that  amount  to  a  tiny  fraction 
of  the  economies  in  the  region.   I  recognized  that  we  could  not 
do  everything  or  meet  everyone's  expectations.   I  came  firmly 
committed  to  doing  fewer  things  with  greater  impact. 

We  have  sharply  focused  our  portfolio.   We  are  learning 
from  experience,  adjusting  our  programs,  contracts,  and  grants  on 
a  regular  basis,  and  producing  measurable  results.   I  can  assure 
you  of  the  following: 

•  Taxpayer  dollars  get  focused  on  reform  and 
reformers,  with  budgets  radically  scaled  back  where 
results  are  not  in  prospect. 

•  Non- performing  programs  are  being  terminated  or 
phased  out,  with  funds  shifted  to  higher  pay-off 
activities. 

•  We  have  revised  programs  in  key  areas,  such  as  the 
rule  of  law  and  small  business  development,  to  get 
better  results. 

•  More  Americans  from  more  voluntary  groups  and 
private  firms  across  the  country  are  taking  part  in 
this  historic  mission  than  ever  before. 

•  USAID  is  working  hand- in-hand  with  other  U.S. 
agencies  as  part  of  a  team  to  achieve  U.S.  foreign 
policy  objectives. 

•  USAID  leadership  in  the  field  of  technical 
assistance  is  enabling  the  U.S.  to  leverage  the 
resources  of  other  donors. 

Let  me  address  these  points  in  greater  detail. 
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First,  we  have  radically  contracted  assistance  to  non- 
reforming  countries.  We  have  kept  our  progrcuns  in  Turkmenisteui, 
Tajikistan,  and  Azerbaijem  under  $10  million.  We  have,  of 
course,  fully  complied  with  FREEDOM  Support  Act  Section  907 
prohibitions  on  assistemce  to  the  government  of  Azerbaijem.  We 
have  also  kept  the  Belarus  program  at  edsout  $10  million  eind 
focused  on  grassroots  activities. 

Second,  I  have  demanded  that  we  close  non- performing 
programs.   I  have  made  my  senior  managers  accountable  for  cutting 
activities  that  do  not  meet  our  strategic  objectives  for  systemic 
change.   This  is  not  a  one-time  exercise,  but  a  regular 
management  tool.   Let  me  highlight  some  areas  where  we  have 
already  made  strides:  g 

•  General  public  education  on  the  market  economy  in 
Russia  and  Kazakstem  did  not  show  mid- term  results,  and 
contracts  were  terminated. 

•  The  grain  storage  program  in  Kazakstan  thought  to  be 
imperative  in  the  early  days  of  U.S.  assistance  proved 
less  urgent,  and  its  rushed  start-up  produced  poor 
results.   After  review  by  the  USAID  Inspector  General, 
we  terminated  the  progreun. 

•  Broad-gauged  de -monopolization  activities  in 
Uzbekistan  and  Ukraine:   Such  programs  will  ultimately 
be  critical  to  creating  free-market  competition, 
however,  local  counterparts  have  not  cooperated. 
Consequently,  the  activities  were  cut  or  reprogrammed 
to  specific  sectors  such  as  energy  and  agriculture  in 
Ukraine . 

•  Water  purification:   Projects  such  as  water 
purification,  which  are  "good  things"  in  principle  but 
do  not  represent  systemic  change,  have  been  cut. 

•  Privatization  assistance  was  cut  in  Uzbekistan 
because  of  the  absence  of  adequate  government  support 
for  the  prograun. 

Third,  we  are  striving  to  Toaike   our  ongoing  and  new 
programs  sharper  and  better  directed  so  that  they  achieve  results 
faster. 

•  Rule  of  Law  programs  in  Ukraine  and  Russia  have  been 
adjusted  and  focused  to  work  much  more  closely  with 
reformers  euid  produce  results  sooner. 

•  Small  business  development  in  Russia,  Armenia,  and 
Georgia  has  proved  slow,  and  we  have  made  adjustments 
in  contracts  to  focus  on  fewer  cities,  with  greater 
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emphasis  on  credit  and  banking  reform. 

•  Land  reforms  in  Russia  and  Ukraine  have  been  slow. 
While  we  initially  had  expected  to  use  private  U.S. 
models  in  Russia  and  national  land  reform  legislation 
in  Ukraine,  neither  program  advanced  until  we  changed 
direction.   In  Russia,  we  refocused  on  urban  land 
reform  and  an  array  of  farm  privatization  models.   In 
Ukraine,  we  shifted  from  the  national  level  to  local 
programs  which  are  now  feeding  their  experience  up  to 
the  central  governme'^.t . 

Fourth,  I  must  stress  that  we  have  taken  every  step  to 
reach  for  expertise  "beyond  the  Capital  Beltway"  and  tap  the  pool 
of  talent  across  America. 

•  As  a  result  of  USAID  reengineering  efforts,  recent 
^najor  contract  competitions  have  achieved  broad 
outreach  through  the  Internet,  nation-wide  newspaper 
ads,  and  bid  conferences.   The  bids  and  awards  reflect 
a  significant  number  of  firms  doing  business  with  USAID 
for  the  first  time,  including  a  substantial  member  of 
small  and  minority- owned  businesses. 

•  Let  me  cite  data  for  the  entire  region  I  supervise 
through  October  1995.   Roughly  two- thirds  of  the  total 
number  of  all  contracts,  grants,  and  subcontracts  have 
been  let  to  firms  outside  the  Washington  metropolitan 
area;  about  10  percent  are  with  other  U.S.  Government 
agencies;  and  less  than  35  percent  are  with  "beltway" 
firms.   These  proportions  represent  significant 
progress.   We  will  continue  to  do  better.   Now  I  need 
your  help  to  get  the  word  out  that  the  "Beltway 
Syndrome"  at  USAID  has  been  cracked. 

Fifth,  I  want  to  stress  that  USAID  is  fully  engaged  as 
an  active  partner  on  the  U.S.  foreign  policy  team. 

I  have  taken  every  step  to  simplify  USAID 's  relations 
with  other  agencies  and  to  promote  a  common  approach  to  U.S. 
policy  objectives.   For  example,  I  have  changed  the  way  we  make 
interagency  agreements,  streamlining  the  process  and  eliminating 
USAID  oversight  wherever  it  is  possible  and  prudent  to  do  so. 
And,  of  course,  I  hold  regular  meetings  with  officials  at  every 
USG  agency  involved  in  assistance  to  the  NIS  countries. 

I  believe  the  semiannual  Gore -Chernomyrdin  Commission 
(GCC)  summits  best  illustrate  how  effectively  the  U.S.  Government 
can  pull  together  to  present  a  united  front  on  business,  energy, 
environment,  space,  and  other  key  issues  in  our  national 
interest.   Do  we  have  internal  debates?  Of  course.   Good 
policies  could  not  emerge  without  such  debate.   But  when 
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decisions  are  made,  we  all  pull  in. the  same  direction  to 
iitplement  them. 

Finally,  USAID  has  strived  to  lead  the  donor  community 
in  the  field  of  technical  assisteuace  in  the  NIS  region  and  to 
coordinate  both  the  focus  and  sequencing  of  our  assistance 
programs  with  other  donors,  including  multilateral  organizations. 
As  a  result,  we  have  succeeded  in  leveraging  considerable 
resources  from  non-U. S.  sources.   A  few  examples: 

•  USAID  consultants  helped  prepare  a  $500  million 
World  Bank  oil  and  gas  rehabilitation  loan  for  Russia 
and  are  currently  preparing  the  first  World  Bank  power 
sector  loan  for  the  North  Caucasus  region. 

•  In  1995,  USAID  provided  approximately  $10  million  in 
technical  assistance  to  Russia's  housing  sector.   This 
work  in  turn  supported  a  $400  million  loan  from  the 
World  Bank  for  private  sector  land  development,  housing 
construction,  and  investment  in  the  construction 
industry. 

•  USAID  advisors  helped  pave  the  way  for  an 
anticipated  $80-90  million  energy  loan  for  Kyrgyzstan, 
jointly  financed  by  the  World  Bank,  the  Asian 
Development  Bank,  and  the  Danish  International 
Development  Agency. 

•  Following  on  USAID 's  groundbreaking  work  in  the 
commercial  law  sphere  in  Russia,  the  World  Bank  is  now 
designing  a  complementary  multi-year,  multi-million- 
dollar  commercial  law  program. 

HI.   Future  Program  Directions:  FY96  and  Beyond 

The  last  48  months  -  -  a  short  period  of  time  -  -  testify 
to  the  fact  that  the  shift  from  command- led  to  demand  driven 
economies  works.   For  the  first  time  since  the  collapse  of  the 
Soviet  Union,  most  countries  in  the  NIS  region  are  poised  for 
real  economic  growth  in  1996,  reversing  several  years  of  decline. 
Recent  EBRD  annual  growth  projections  for  1996  peg  Russia  at  2 
percent,  Kazakstan  at  1  percent,  Moldova  at  7  percent,  Kyrgyzstan 
at  6  percent,  Armenia  at  6  percent,  and  Georgia  at  9  percent. 

This  progress  in  the  NIS  region  mirrors  the  trend  we 
have  witnessed  throughout  Central  Europe:   the  demise  of  the 
command  economy  entails  dramatic  drops  in  industrial  production, 
but  these  declines  are  arrested  and  begin  to  be  reversed  once 
comprehensive  economic  reforms  have  been  implemented.   These 
countries'  roads  to  prosperity  are  still  long,  but  most  have 
taken  the  key  reform  decisions  and  stuck  by  them. 
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In  some  countries,  admittedly,  the  reform  road  remains 
rocky.   Turkmenistan  and  Tajikistan  resist  change.   Other 
countries,  such  as  Ukraine,  are  moving  forward  in  fits  and  starts 
often  caused  by  reformist  executive  branches  and  conservative 
legislatures.   Wherever  we  can  identify  reformers,  however,  we 
must  be  prepared  to  respond  and  push  ahead. 

This  is  a  time  for  greater,  not  less,  U.S.  engagement 
with  the  NIS  countries.   For,  throughout  the  former  Soviet 
region,  it  is  squarely  in  our  national  interest  that  the  various 
transition  courses  be  maintained,  accelerated  wherever  possible, 
and  successfully  navigated.   We  must  not  only  provide  effective 
support  for  successfully  transforming  countries,  but  we  must 
remain  credibly  "in  the  wings"  to  buttress  the  efforts  of 
beleaguered  reform  elements  in  countries  where  encouragement  can 
tip  the  balance  toward  reform. 

The  FY  1996  foreign  operations  appropriations 
conference  report  sends  a  mixed  message.   On  one  hand,  it 
demonstrates  a  continued  U.S.  commitment  to  provide  the  NIS 
region  with  technical  assistance  programs,  albeit  at  considerably 
reduced  levels  compared  with  previous  years.   On  the  other  hand, 
through  extensive  earmarking,  it  drastically  diminishes  the 
needed  flexibility  of  our  response  to  reformers,  including  the 
discretion  to  shift  resources  from  non- performing  areas.   A  large 
share  of  the  total  $641  million  reported  out  of  conference 
comprises  earmarks.  Country  earmarks  cover  at  least  $340  million, 
and  another  $200-230  million  is  earmarked  for  functions  and 
specific  projects.   The  likely  consequence  of  this  loss  of 
flexibility  is  that  our  programs  will  exceed  the  absorptive 
capacity  of  some  countries  or  that  the  U.S.  will  give  the 
appearance  of  rewarding  retrenchment  -  -  sending  very  mixed 
signals.   Finally,  declining  budget  levels  and  Congressional 
earmarks  of  other  country  programs  have  combined  dramatically  to 
drive  down  the  Russia  program's  size  in  FY  1996.   While  the  FY 
1996  appropriations  bill  has  not  been  enacted  yet,  clearly  budget 
cuts  will  directly  affect  our  ability  to  promote  reforms  in 
certain  sectors  and  regions  in  Russia.   Following  this  statement 
is  3.  graphic  illustration  of  this  budget  trend.  -  , 

Moving  from  West  to  East  across  the  Eurasian  map,  let 
me  sketch  the  main  directions  of  our  progrcims  in  FY  1996  and 
beyond,  highlighting  priorities  and  challenges. 

Ukraine.   Although  Ukraine's  lack  of  comprehensive 
structural  reform  is  a  concern  for  us  and  other  members  of  the 
donor  community,  some  of  its  macroeconomic  indicators  are 
heartening.   Monthly  inflation  has  remained  relatively  low. 
Underscoring  this  performance  is  the  recent  IMF  decision  to 
continue  providing  loan  facilities. 

In  1995,  USAID  technical  programs  have  enjoyed  success 
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in  several  important  sectors  of  the  Ukrainian  economy,  including 
agriculture,  energy,  and  housing.  Along  with  the  rest  of  the 
donor  community,  we  have  been  seriously  disappointed,  however,  by 
the  slow  pace  of  Ukraine's  mass  privatization  program  (MPP)  which 
President  Kuchma  unveiled  earlier  this  year.   To  date,  only  300 
of  the  scheduled  8000  large-scale  enterprises  have  been 
privatized.   Late  this  summer,  the  Rada  adopted  legislation  to 
suspend  the  privatization  of  4000  of  those  enterprises. 

In  concert  with  the  IMF  and  the  World  Bank,  USAID  has 
sent  a  strong  signal  to  the  leadership  in  Kiev  that  the  MPP  must 
remain  on  track  to  ensure  a  sustainable  economic  recovery  and 
continued  donor  support.   USAID- sponsored  technical  assistance 
has  provided  the  Ukrainian  Government  the  essential 
infrastructure  to  implement  its  MPP  -  -  everything  from  vouchers 
to  bid  centers.   Now  it  is  a  question  of  political  will  to  see 
the  program  through  to  completion. 

Belauds.   In  Belarus,  despite  lack  of  progress  on 
large-scale  privatization,  USAID  has  had  some  success  promoting 
small-scale  privatization  at  the  grassroots.   American  Bar 
Association  experts  are  working  with  Belarusan  legal  reformers  to 
modernize  legal  codes.   We  continue  to  be  concerned,  however, 
about  the  slow  pace  of  democratic  reform. 

Moldova.   In  Moldova,  USAID  has  been  active  in 
successful  reform  areas  such  as  mass  privatization,  post- 
privatization,  fiscal  reform,  and  the  banking  and  financial 
services  sectors.   Under  the  steady  leadership  of  President 
Snegur,  the  Moldovan  government  has  committed  itself  to  stay  the 
course  of  reform,  and  we  will  continue  to  support  it. 

Armenia  &  Georgia.  .  Armenia  and  Georgia  have  both 
emerged  stronger  from  national  elections  this  year.   Both  face 
huge  economic  challenges.   The  Georgian  and  Armenian  economies 
are  estimated  to  be  at  17  percent  and  37  percent  of  1989  levels, 
respectively.   Both  are  still  hampered  by  ethnic  strife  and  war. 

To  be  effective,  the  large  earmarks  for  assistance  to 
these  countries  must  be  used  to  shift  their  economic  trajectories 
from  dependency  to  sustainability.   It  is  counterproductive  for 
the  U.S.  to  provide  humanitarian  sustenance  year  after  year. 
Armenia  and  Georgia  are  both  potentially  wealthy  countries  with 
highly  educated  populations  and  reform- oriented  leaderships. 
Each  country  must  achieve  the  political  will  to  embrace  systemic 
reform.   Regional  peace  would  obviously  provide  further  impetus 
to  undertake  the  comprehensive  economic  and  political 
restructuring  that  is  so  vital  to  the  success  of  transition  in 
Armenia  and  Georgia. 

A  key  economic  opportunity  lies  in  the  energy  sector. 
Armenia  and  especially  Georgia  are  well  situated  to  take 
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advantage  of  the  potential  oil  and  gas  boom  around  the  Caspian 
Sea  in  the  coming  decade  by  providing  lucrative  transit  routes 
for  energy  flows  across  the  Levant.   Planned  pipeline  projects 
would  entail  substantial  foreign  investments,  job  creation,  emd 
ultimately  a  stream  of  hard- currency  revenues  that  would 
reinforce  economic  sovereignty.   USAID  is  already  providing 
related  technical  assistance,  primarily  in  the  legal  and 
regulatory  fields. 

Azerbaijan.   Ever  observant  of  Section  907 
restrictions,  we  must  nevertheless  be  prepared  to  respond  to 
opportunities  for  more  systematic  engagement  with  Azerbaijan  if 
regional  peace  "breaks  out"  and  the  will  to  reform  prevails. 

Russia.   Russia  is  showing  strong  signs  of 
macroeconomic  stabilization  and  upturn.   Thanks  to  tightened 
monetary  policy  and  convincing  budgetary  restraint,  monthly 
inflation  is  down  sharply  to  under  five  percent.   Thanks  to 
privatization  and  restructuring,  industrial  production  is  poised 
to  drive  real  growth  in  GDP  in  1996.   Thus,  microeconomic  changes 
are  beginning  to  add  up  to  macroeconomic  results. 

Total  foreign  direct  investment  to  date  has  amounted  to 
only  about  $2.5  billion,  but  that  figure  can  be  expected  to 
do\ible  in  1996,  if  current  trends  continue. 

Also  impressive  is  the  fact  that  the  Russian  Government 
has  met  the  strict  monthly  conditionality  imposed  on  its  $6.5 
billion  I^4F  Stand-By  Facility  for  1995,  including  inflation  and 
budget  deficit  reduction  and  energy  price  liberalization.   This 
"on- track"  record  has  enhanced  Russia's  position  in  current 
negotiations  for  a  further  $12  billion  loan  package  from 
international  financial  institutions. 

In  1996,  USAID 's  technical  assistance  program  in  Russia 
will  shift  to  a  much  more  limited  array  of  strategic 
interventions  that  will  help  speed  Russia's  integration  into 
regional  and  global  economic  frameworks.   These  programs  will 
include  advice  on  modem  teix  policy,  soundness  and  transparency 
in  capital  markets,  and  further  legal  and  regulatory  reforms  to 
meet  international  commercial  standards,  continued  energy  sector 
restructuring,  and  possibly  some  aspects  of  land  privatization. 

As  much  as  possible,  we  will  also  continue  our  work  on 
rule  of  law,  independent  media,  local  government,  and  NGOs  to 
deepen  the  roots  of  civil  society  in  Russia. 

I  want  to  en^hasize  two  final  salient  points  about  the 
nature  of  our  Russia  progreim.   First,  we  offer  Russians  technical 
assistance  in  the  form  of  expert  American  counsel,  American 
training  and  American  commodities.  We  do  not  provide  cash 
transfers.   Second,  only  21.5  percent  of  our  assistance  to  Russia 
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goes  to  ministries  of  the  central  government.   The  vast  bulk  of 
our  aid  goes  to  regional  and  local  reformers  wherever  they  may 
be.   I  have  attached  a  chart  attesting  to  these  facts. 

Central  Asia.   Some  political  developments  in  the 
Central  Asian  countries  have  been  menacing,  frankly,  to  the  very 
idea  and  practice  of  democracy,  the  rule  of  law,  and  human 
rights.   It  appears  that  old  habits  of  arbitrary  rule  are  hard  to 
overcome,  even  on  the  periphery  of  the  former  Soviet  Union.   But 
let  me  underscore  again  that  USAID  will  always  try  to  find 
reformers  with  whom  to  work  -  -  whether  they  are  minority  voices 
in  a  central  government,  or  distant  voices  in  local  governments, 
or  wholly  outside  government. 

Kazakstan  and  Turkmenistan  have  special  opportunities 
to  develop  their  vast  energy  reserves  and  other  natural  resources 
on  massive  scales.   In  collaboration  with  other  agencies,  USAID 
is  striving  to  use  highly  targeted  technical  assistance  to 
support  the  modernization  of  their  energy  sectors,  from 
extraction  to  export.   The  orderly  development  of  Central  Asia's 
energy  potential  would  be  a  huge  economic  boon  for  the  region, 
for  foreign  investors,  and  for  trans -Caspian  neighbors,  such  as 
the  Caucasus  region,  which  offer  cost-effective  export  transit 
routes . 

Uzbekistan's  approach  to  economic  reform  has  been  far 
more  gradualist  than  either  Kazakstan 's  or  Kyrgyzstan's  but, 
nevertheless,  it  is  beginning  to  show  measurable  results.   And 
evidence  of  renewed  leadership  commitment  to  an  expanded  economic 
reform  effort  gives  us  sufficient  reason  to  review  our  strategy 
and  consider  increasing  the  level  of  support,  which  until  now  has 
not  exceeded  $10  million  per  annum. 

Conclusion 

pisengagement  from  the  former  Soviet  Union  --  or,  for 
that  matter,  from  the  rest  of  the  world  --is  not  a  responsible 
option  for  America  today. 

The  price  of  leadership  is  not  cheap.   But  the  cost  of 
isolationism,  whether  intended  or  incidental,  would  be  huge.   It 
vjould  be  measured  in  terms  of  lost  national  security,  lost 
economic  synergies,  and  lost  commercial  opportunities. 

USAID 's  role  in  providing  technical  support  for  the 
transitions  to  market -oriented  democracies  in  the  NIS  region  is 
mandated  by  America's  national  interests.   It  is  also  limited  by 
prudence  and  necessity.   Mindful  of  the  virtue  of  self-reliance, 
and  constrained  by  resource  realities,  USAID  has  sought  to  focus 
assistance  on  areas  in  which  we  can  make  the  biggest  difference 
to  the  NIS  countries  as  a  partner  for  change. 
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The  strategy  of  targeting  aid  on  the  key  reforms 
leading  to  the  systemic  transformation  of  Russia,  Ukraine, 
Moldova,  Armenia,  Georgia,  Kazakstan,  the  Kyrgyz  Republic,  and 
the  other  NIS  countries  is  working.   This  is  a  wise  and  pragmatic 
investment  of  our  foreign  assistsmce  resources. 

USAID  will  continue  to  sharpen  the  focus  of  the  NIS 
portfolio.  We  will  practice  the  art  of  knowing  when  it  is 
appropriate  to  phase  out  our  progreuns.  We  will  strive  to  ensure 
that  the  post -Communist  tramsitions  of  the  NIS  countries  are 
durcJDle  --  and  irreversible  --  notwithstanding  inevitaJDle 
detours.  We  will  target  reformers  wherever  we  find  them. 

Our  challenge  is  at  times  daunting,  but  there  can  be  no 
doubt  that  the  consequences  of  inaction  would  be  intoleredDle. 
Having  won  the  Cold  War,  it  is  imperative  that  we  work  together 
with  the  emerging  democracies  of  the  former  Soviet  Union  to 
preserve  peace  and  build  prosperity. 

Once  again,  Mr.  Chairman  and  Members  of  the  Committee, 
I  appreciate  this  opport\inity  to  discuss  the  FREEDOM  Support  Act 
prograims.  • 
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Thomas  A.  Dine  was  sworn  in  Feb.  1 1 , 
1 994,  as  assistant  adnninistraior  for  Europe 
and  the  New  IndepeDdent  Swts  of  the  U.S. 
Agency  for  Intetrittional  Developmem 
(USAID).  US  AID  is  the  government  agency 
that  administers  economic  and  humanitarian 
assistance  worldwide. 

Dine,  an  American  foreign  and  defense 
policy  expert,  has  worked  during  the  past  31 
years  in  national  security  affairs  for  the  U.S. 
government  and  thinl(  tark  and  academic 
institutions. 

Before  joining  USAID.  he  headed  the 
American  IsikI  Public  AfTairs  Comminee 
(AlPAQfrcffl  1980  to  1993. 

Prior  10  that.  Dine  worked  in  the  U.S. 
Senate  for  10  years,  serving  as  legislative 
assistant  for  foreign  affoirs  to  the  late  Sen. 
Rank  Church;  national  security  staff  director 
of  the  Senate  Budget  Conuninee;  SALT 
adviser  to  former  Sen.  Edmund  Muskie: 
and  deputy  foreign  policy  adviser  to 
Sen.  Edward  M.  Kennedy. 


While  a  senior  fellow  at  the  Brookings 
bulinition  in  1979.  Dine  co-authored  a 
chapter  on  the  defense  budget  in  the  book 
Sening  National  Priorities.  He  also  has  held 
fellowships  at  the  Kennedy  Institute  of 
Politics,  the  Center  for  International  AfTain 
and  the  Program  for  Science  and  Interna- 
tional Affairs  at  Haryai? University. 

He  served  as  Peace  Corps  congres- 
sional liaison  in  Washington.  D.C.,  and  as  a 
Peace  Corps  volunteer  in  the  Philippines 
from  196210  1964. 

Bom  in  Cincinnati,  Dine  has  a 
bachelor's  degree  from  Colgate  University 
and  a  master's  degree  in  South  Asian  history 
fh>m  the  University  (^California  at  Los 
Angeles.  He  is  in  the  process  of  earning  a 
Riaster's  degree  in  liberal  arts  in  the  history 
of  ideas  from  Johns  Hopkins  University. 

Dine  lives  in  Washington,  D.C.,  with 
his  wife,  Joan.  They  have  two  daughters. 
Amy  and  Laura. 
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and  independent  media  development.   Under  the  Citizen  Exchanges  Program,  for 
example,  Business  for  Russia  has  provided  over  a  thousand  new  Russian  entrepreneurs 
from  23  regions  with  internships  in  American  businesses  and  in  January  another  300 
will  arrive  in  the  U.S. 


USIA  also  sends  specialists  and  works  with  local  institutions  to  establish  training 
centers  in  the  NIS.   For  example,  the  Institute  of  Public  Administration  in  Tibilisi, 
supported  by  USIA  and  the  National  Academy  of  Public  Administration,  has  more  than 
justified  our  investment  of  $280,000.   Georgia  has  passed  a  largely  American-style 
constitution  with  the  assistance  of  the  Institute.   Ralph  Bledsoe,  an  American  advisor 
based  at  the  IPA  and  an  IPA  student  who  was  working  as  an  intern  in  the  office  of 
Eduard  Shevardnadze,  drafted  an  overall  plan  for  restructuring  the  government  along 
American  lines.  Their  plan  is  likely  to  be  approved  by  the  current  government.  IPA  has 
also  been  requested  by  the  Georgians  to  carry  out  a  long-term  training  program  for 
parliamentary  staff. 

In  1993,  USIA  initiated  support  for  media  training  centers.   In  Russia,  these  centers  are 
known  as  the  Russian- American  Press  and  Information  Centers,  RAPICs.   Since  then, 
thousands  of  journalists  have  participated  in  programs  that  enhance  the  independent 
media's  ability  to  survive  under  free  market  conditions  and  to  provide  responsible  and 
objective  news  coverage  of  events.   In  addition,  thousands  have  taken  advantage  of 
RAPICs  on-line  information  services. 

Regional  Approach 

USIA  works  not  only  in  capital  cities  but  has  developed  a  broad  base  outside  NIS 
capitals  as  well.  USIA  officers  have  solid  language  skills  and  our  programs  reflect  their 
expertise.   We  work  with  an  extensive  network  of  American  NGOs  and  PVOs  and  we 
coordinate  with  other  on  the  ground  assistance  providers  like  Peace  Corps,  NDI,  IRI 
and  the  American  Bar  Association.   During  the  past  two  years,  nearly  two  thirds  of  the 
participants  in  our  Russian  programs  have  come  from  outside  Moscow.   For  example, 
last  year's  high  school  academic  year  program  brought  smdents  from  over  200  Russian 
cities  to  the  U.S.    Last  year  our  Freedom  Support  Grants  and  the  International  Visitor 
Program,  funded  from  our  base,  brought  participants  from  54  of  Russia's  89  oblasts, 
including  13  governors,  19  vice-governors  and  17  mayors.   USIA  has  established  a 
strong  record  in  identification  of  regional  leaders  which  brings  them  to  the  U.S.  early 
in  their  careers.   During  FY- 1995  over  1000  regional  and  local  leaders  participated  in 
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20  USIA  in-country  seminars  on  issues  from  budget  and  taxation  policy,  to  water 
management  policy,  to  local  government  support  for  small  business  development. 

USIA  and  the  International  Research  and  Exchanges  Board,  IREX,  are  collaborating  on 
the  NIS  Internet  Fellows  Program  which  places  internet  specialists  in  ten  NIS  regions 
and  establishes  four  public  access  sites  in  each  region.   Although  open  to  all 
professionals,  these  sites  will  target  their  activities  to  the  alumni  of  U.S.  Government 
programs  to  provide  them  with  the  ability  to  network  with  one  another  and  with  their 
American  colleagues. 

USIA  has  made  a  concerted  effort  to  develop  cost  sharing  with  its  NIS  partners.   In 
cooperation  with  local  Russian  institutions,  for  example,  USIA  has  established 
Information  Resource  Centers  in  five  major  Russian  cities.   These  centers  feature 
focused  collections  of  books,  periodicals  and  CD  Rom  materials  that  emphasize 
economics,  business  and  the  social  sciences.   They  also  have  e-mail  hookups  and  serve 
audiences  ranging  from  high  school  students  to  Duma  deputies.   The  physical  plant  and 
the  full-time  staff  are  provided  by  the  local  Russian  partner  institution. 

Leveraged  Support/Community  Partnerships 

USIA  programs  are  cost-effective  because  we  require  significant  cost-sharing  from  our 
U.S.  grantee  organizations  and  encourage  such  cost-sharing  from  our  NIS  partners. 
We  seek  to  fund  programs  with  a  potential  for  long-term  sustainability  once 
government  funding  disappears.   Our  strong  networks  with  American  communities 
allow  us  to  acquire  many  components  of  our  programs  for  little  or  nothing.   For 
example,  in  our  professional  exchanges,  internships,  homestays,  conference  fees  and 
the  like  are  generally  covered  by  the  participating  communities  themselves.   We 
require  that  the  NGOs  we  work  with  keep  their  administrative  costs  for  running  our 
programs  low.   In  the  case  of  academic  programs,  cost-sharing  also  occurs.   It  may 
take  the  form  of  a  tuition  waiver,  or  the  offer  of  free  room  and  board  or  the  provision 
of  free  books  and  other  expenses.   High  school  students,  who  this  year  will  number 
over  1400,  stay  in  the  homes  of  American  families,  who  open  their  hearts  and  their 
homes  to  these  future  leaders,  establishing  relationships  that  may  last  decades.   USIA's 
community-based  programs  rely  on  the  tremendous  volunteer  spirit  of  American 
communities,  businesses,  and  families  and  the  clear  value  these  elements  see  in 
building  relationships  with  their  NIS  counterparts. 

Conclusion 

In  conclusion,  exchanges  are  one  of  the  wisest  investments  of  taxpayer  dollars  in  the 
NIS  today.   When  communism  collapsed  and  the  Soviet  Union  dissolved  in  1991, 
analysts  and  policy-makers  feared  the  door  that  had  opened  could  just  as  quickly  swing 
shut.    Exchanges  and  the  relationships  with  leaders  and  potential  leaders  that  exchange 
programs  have  established  will  help  to  ensure  that  the  door  stays  open. 
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Russian. 
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Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased  to 
have  this  opportunity  to  appear  before  you  today  to  discuss  the 
Defense  Department's   Cooperative  Threat  Reduction  (CTR)  Program. 
I  will  discuss  the  conditions  in  the  Soviet  Union  and  the 
successor  states  that  led  to  the  CTR  Program  in  the  first  place; 
the  program's  accomplishments,  including  those  which  have  accrued 
since  I  last  testified  to  you  on  March  3,  1995;  highlights  of  our 
implementation  and  planning  of  the  program;  and  planned  future 
directions  in  this  historic  effort  to  enhance  U.S.  national 
security. 

As  you  know,  Ukraine  has  declared  its  intent  and  commitment 
to  become  a  non-nuclear-weapons  state.   A  month  from  today  I  will 
be  in  Pervomaysk,  a  Ukrainian  city  and  nuclear  weapons  complex 
which  Secretary  Perry  has  referred  to  as  "a  deadly  crown  jewel"  of 
the  Soviet  Union's  Cold  War  arsenal.   I  will  be  there  to  witness 
the  destruction  of  the  first  intercontinental  ballistic  missile 
(ICBM)  silo  using  equipment  and  training  provided  directly  by  the 
CTR  Program.   The  SS-19  missile  that  had  resided  in  this  silo 
carried  six  independently- targetable  warheads,  each  pointed  at 
targets  on  American  territory.   Those  warheads  were  returned  to 
Russia  for  dismantlement  with  the  help  of  the  CTR  Program,  and  the 
missile  itself  will  be  destroyed  in  a  facility  in  Dnipropetrovsk 
rebuilt,  equipped,  and  operated  with  Cooperative  Threat  Reduction 
monies . 

Further,  because  Ukrainian  law  requires  that  officers  be 
provided  with  adequate  housing  as  a  condition  of  their 
demobilization,  we  have  a  plan  to  help  build  apartments  and  houses 
so  the  Strategic  Rocket  Forces  officers  can  be  demobilized,  the 
missiles  dismantled,  and  a  continuing  threat  to  eliminated  once 
and  for  all.   In  addition,  because  the  former  Soviet  nuclear 
weapons  complex  carries  the  potential  for  resurgent  threats  as 
well  as  for  proliferation  to  dangerous  states  and  groups,  the  CTR 
Program  is  providing  leverage  through  joint  ventures,  including 
the  U.S.  company  providing  the  housing  at  Pervomaysk,  to  help 
convert  Ukraine's  nuclear  weapons  complex  into  a  peaceful, 
civilian  infrastructure. 

The  dramatic  story  of  our  activities  and  accomplishments  in 
Pervomaysk  is  just  one  example  of  CTR's  involvement  and  and 
impact  in  Ukraine;  our  efforts  in  Ukraine,  in  turn,  are 
representative  of  our  cooperative  projects  with  the  other  CTR 
recipients- -Russia,  Belarus,  and  Kazakstan.   In  a   few  moments  I 
will  discuss  the  successes  that  have  made  the  CTR  Program  such  a 
landmark  and  historic  endeavor.   First,  however,  allow  me  to 
remind  you  of  the  conditions  cind  events  that  led  us  down  this  path 
of  providing  dismantlement  and  disarmament  assistance  to  past 
adversaries,  to  help  meet  our  arms  control  obligations  ,  ensure 
continuing  peace  and  help  prevent  proliferation  of  weapons  of  mass 
destruction. 


123 


Instability    in     the    Ifaw    Independent     Statea     Threatens     U.S. 
Security 

The  disintegration  of  the  Soviet  Union  and  the  associated 
demise  of  the  communist  bloc  signif iccintly  reduced,  if  not 
virtually  removed,  the  threat  of  the  catastrophic  nuclear  conflict 
that  had  loomed  for  over  four  decades.   Although  the  world  no 
longer  faces  a  serious  risk  of  nuclear  annihilation,  new  dangers 
stemming  from  the  disappearance  of  the  authoritarian  controls  that 
kept  Soviet  nuclear  weapons  and  materials  under  tight  custody-- 
compounded  by  dire  economic,  social,  and  political  conditions-- 
threaten  U.S.  national  security  and  global  stability. 

When  the  Soviet  Union  broke  up  at  the  end  of  1991,  about 
30,000  nuclear  weapons  were  spread  among  the  former  republics.   In 
addition,  Russia  was  (and  still  is)  in  possession  of  40,000  metric 
tons  of  chemical  weapons  agent.   The  human  and  physical 
infrastructure  for  developing  and  producing  weapons  of  mass 
destruction  remains  mostly  intact  throughout  the  new  nations  of 
the  former  Soviet  Union.   Although  all  of  the  tactical  nuclear 
weapons  were  returned  to  Russia  by  July  1992,  about  3,200 
strategic  nuclear  weapons  were  located  outside  of  Russian 
territory  in  Belarus,  Kazakstan,  and  Ukraine  when  these  former 
republics  became  sovereign--and  nuclear — states. 

The  situation  in  the  new  independent  states  (NIS)  of  the 
former  Soviet  Union  has  made  it  difficult,  by  their  own  admission, 
for  the  countries  left  with  aspects  of  the  WMD  laying  on  their 
soil  to  muster  the  resources  required  to  dismantle  those  forces 
and  dispose  safely  of  the  resulting  fissile  (or  toxic)  materials. 
Compounding  this  is  the  specter--reported  with  increasing 
frequency  in  the  press--of  a  black  market  in  weapon-usable 
materials.   Just  recently.  Senator  Richard  Lugar  called  the 
leakage  of  nuclear  material  from  Russia  and  its  implications  for 
terrorist  groups  and  rogue  states  wishing  to  do  harm  to  the 
American  people  the  "most  serious  direct  threat  to  U.S.  interests 
today  and  for  the  foreseecible  future."   From  the  early  recognition 
of  continuing  dangers  of  proliferation  of  nuclear  weapons  and 
materials  to  countries  and  groups  inimical  to  U.S.  and  global 
interests,  and  the  necessity  for  dismeintling  weapons  in  accordance 
with  arms  control  agreements  came  a  requirement  to  help  undo  the 
threatening   l-egacy  of  the  Cold  War. 

Four  years  ago,  to  address  these  concerns,  the  U.S. 
Government  embarked  on  an  ambitious  and  novel  program  of 
assistance  sparked  by  legislative  initiative.   Under  this 
bipartisan  Cooperative  Threat  Reduction  Program,  the  United  States 
is  giving  equipment  eind  technical  advice  and  training  to  Belarus, 
Kazakstan,  Russia  and  Ukraine  to  help  dismantle  euid  destroy 
weapons  of  mass  destruction,  ensure  safe  eind  secure  transportation 
and  storage  of  nuclear  warheads  and  materials  in  connection  with 
warhead  dismantlement,  prevent  proliferation,  and  transform  their 
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mass  destruction-related  industrial  and  military  institutions  into 
peaceful  and  productive  assets,  such  as  described  above  in  the 
case  of  Pervomaysk. 

Nummary  of     Program    AccomplisbmentB 

The  CTR  Program,  although  laced  with  bureaucratic  resistance 
and  political  vulnerability  on  both  sides  of  the  Atlantic,  has 
been  a  tremendous  success.   In  March,  I  reported  to  this  Committee 
that  the  program  had  contributed  to  the  return  to  Russia  of  over 
1,000  strategic  nuclear  warheads  from  Belarus,  Kazakstan,  and 
Ukraine;  the  number  has  now  doubled  over  2,000.   I  reported  on 
Kazakstan 's  efforts  to  denuclearize  completely;  that  feat  has  now 
been  achieved.   I  told  you  that  in  order  to  prevent  proliferation 
through  the  export  of  technical  expertise,  over  5,000  scientists 
and  engineers  once  engaged  in  Soviet  nuclear  weapons  research  and 
development  already  were  or  would  imminently  be  employed  in 
peaceful,  civilian  research  projects  supported  by  CTR;  I  can 
report  today  that  more  than  8,000  scientists  and  engineers  are  now 
being  supported  under  this  portion  of  the  program.   These  are  just 
examples  from  the  overall  list  of  accomplishments  to  which  CTR  has 
contributed.   Additional  achievements  to  which  the  CTR  Program  has 
contributed  include: 

Ukraine's  decision  to  denuclearize  and 
its  accession  to  the  Nuclear  Non-Proliferation 
Treaty  as  a  non-nuclear-weapons  state; 

early  deactivation  of  all  SS-24  ICBMs  and 
one-half  of  the  SS-19  ICBMs  in  Ukraine; 

the  expediting  of  Russia's  compliance 
with  the  Strategic  Arms  Reduction  Treaty  (START)  by 
helping  to  eliminate  212  submarine- launched 
ballistic  missile  launchers,  378  ICBM  silos,  25 
heavy  bombers,  and  1,331  missiles,  and  the  removal 
of  over  1,000  strategic  warheads  from  deployed 
systems; 

safe  and  secure  withdrawal  to  Russia  of 
72  of  81  SS-25  mobile  ICBMs  and  launchers  from 
Belarus ;  and 

about  20  industrial  partnership  projects 
underway  currently  to  convert  NIS  weapons  of  mass 
destruction  facilities  to  civilian  production. 

The  CTR  Program,  I  should  emphasize,  is  not  foreign  aid  in 
the  traditiona'l  sense,  but  comprises  a  number  of  projects  through 
which  the  United  States  provides  mostly  U.S.  equipment,  technical 
assistance,  and  training  to  reduce  and  eliminate  threats  to  our 
security.   General  Evgeniy  P.  Maslin,  head  of  the  Russian  Ministry 
of  Defense's  Twelfth  Main  Directorate,  responsible  for  custody  and 
control  of  Russia's  nuclear  weapons  arsenal,  has  told  us  that  his 
country  is  determined  to  satisfy  its  obligations  under  START  and 
could  accomplish  them  alone;  nevertheless,  according  to  the 
General,  "if  we  did  not  have  Nunn-Lugar,  the  process  would  take 
longer  and  not  be  as  safe."   Officials  from  the  other  three 
recipient  states  have  given  similar  testimonials. 
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Program     Managemsnt     and     Implementation 

In  May  1994,  Secretary  Perry  directed  the  establishment  of 
the  CTR  Program  Office  within  my  office.   The  Program  Office, 
under  the  skillful  direction  of  Major  General  (Retired)  Roland 
Lajoie,  focuses  the  attention  of  a  dedicated  staff  on  effective 
and  efficient  implementation  of  CTR's  objectives,  which  is 
especially  important  in  light  of  the  belt-tightening  required 
throughout  the  Government.   The  Program  Office  executes  the 
various  acquisition  items  and  tasks  of  the  CTR  Program  along  the 
lines  of  three  major  program  areas: 

Destruction  and  Dismantlement,  which 
includes  the  strategic  arms  elimination  projects 
for  facilitating  all  four  recipient  states'  START 
compliance  and  the  Russian  chemical  weapons 
destruction  support  projects; 

Chain  of  Custody  projects  in  Russia  to 
enhance  the  safety  and  security  of  storage  and 
transportation  of  nuclear  warheads,  in  connection 
with  their  dismantlement,  and  of  the  fissile 
materials  removed  from  dismantled  warheads;  and 

Demilitarization  Support,  including 
defense  conversion  efforts,  the  science  and 
technology  centers  for  employing  nuclear  scientists 
in  peaceful  projects,  and  exchanges  to  promote 
defense  and  military-to-military  contacts. 

Adding  to  this  trend  toward  tighter  management  and 
implementation  of  the  CTR  Program  has  been  the  development  of  an 
annual  CTR  multiyear  plan.   This  plan,  the  second  of  which  is 
currently  in  development,  describes  the  details  of  our 
comprehensive  program  for  carrying  forward  the  momentum  achieved 
toward  reducing  the  threats  associated  with  weapons  of  mass 
destruction  in  the  NIS.   The  Program  Plan  is  a  requirements-driven 
document  containing  CTR  activities  and  funding  requirements 
beginning  with  Fiscal  Year  (FY)  1996  and  concluding  with  FY2001, 
when  the  CTR  Program  will  be  completed. 

In  March,  I  reported  to  you  that  we  were  beginning  to 
implement  our  first  Program  Plan.   I  am  pleased  to  tell  you  today' 
that  we  not  only  met,  but  exceeded,  our  planned  obligation  goals 
during  FY  1995.   As  of  this  date,  we  have  obligated  approximately 
$867  million,  which  is  more  than  double  the  amount  that  had  been 
obligated  at  the  end  of  FY  1994  and  more  than  eight  times  the  FY 
1993  total. 

The  assistance  procured  and  delivered  under  the  CTR  Program 
is  provided  by  means  of  U.S.  Government  contracts  with  U.S.  firms. 
The  Defense  Nuclear  Agency,  our  executive  agent  for  the  program, 
uses  full  and  open  competition  and  is  able  to  move  from  request 
for  proposal  to  contract  award  within  four  months--eleven  months 
faster  than  the  DoD  norm.   American  businesses  are  protected  under 
the  rigorous  competitive  procedures  and  are  afforded  an 
opportunity  to  participate  actively  in  this  exciting  and  historic 
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program.   Once  US  goods  and  services  arrive  in  country  their 
accountability  cind  usage  are  verified  by  the  On-Site  Inspection 
Agency  through  the  rigouous  CTR  Audit  and  Examination  process. 

Future  Program     Objectives     and     Priorities 

The  projects  detailed  in  the  Program  Plan,  like  the  ones 
underway  today,  are  designed  to  ensure  our  continued  progress 
toward  meeting  the  objectives  established  by  Congress  and  the 
Administration.   Those  efforts  that  target  strategic  arms 
elimination  will  help  to  accelerate  by  as  much  as  two  years  the 
current  NIS  elimination  schedule  and  associated  arms  control 
commitments.   Other  key  projects  ensure  safe  and  secure 
transportation  and  storage  of  nuclear  warheads  and  fissile 
materials  in  connection  with  warhead  dismantlement  by  Russia, 
while  others  will  continue  to  jump-start  Russia's  implementation 
of  the  Chemical  Weapons  Convention  CWC) ,  under  the  terms  of  which 
it  will  destroy  its  chemical  weapons  stockpile. 

Major  emphasis  also  will  be  placed  on  continuing  and  even 
augmenting  nuclear  weapons  Chain  of  Custody  activities.   We  will 
remain  engaged  with  the  Russian  Ministry  of  Defense  in  nuclear 
weapons  storage  security  projects  to  upgrade  Russia's  warhead 
inventory  management  system,  and  nuclear  weapons  transportation 
security  projects  to  improve  emergency  response  and  weapons 
protection.   In  order  to  ensure  the  integrity  of  the  weapons  chain 
of  custody  throughout  the  entire  warhead  life  and  dismantlement 
cycle,  we  will  also  remain  engaged  with  the  Russian  Ministry  of 
Atomic  Energy  (MINATOM) ,  as  we  are  currently,  to  help  design, 
build,  and  equip  a  facility  for  the  safe  and  secure  storage  of  the 
fissile  material  removed  from  dismantled  nuclear  weapons. 

In  considering  the  future  of  the  CTR  Program,  we  must 
constantly  remind  ourselves  of  past  and  present  conditions.   The 
new  independent  states  are  burgeoning  democracies  that  wish  to 
free  themselves  of  the  nuclear  burden  that  virtually  defined  their 
societies,  economies,  and  foreign  policies  for  so  many  years  and 
to  transform  themselves  into  full  and  responsible  members  of  the 
community  of  peaceful  nations.   The  very  conditions  that  permit 
these  hopeful  trends,  however,  have  also  led  to  the  lessening  of 
controls  on  the  most  dangerous  materials  from  the  Cold  War  and,  in 
the  vacuum  left  by  the  collapse  of  the  centrally  planned 
economies,  a  pervasive  organized  crime  network  running  and 
nourished  by  an  underground  economy.   Chaos  and  reversals  in  the 
Russian  political  system,  further,  suggest  both  the  urgency  of  our 
CTR  efforts  and  the  uncertainty  over  how  long  the  window  of 
opportunity  will  remain  open. 

The  outrageous  and  tragic  bombings  in  Oklahoma  City  eind  the 
World  Trade  Center  and  the  chemical  attacks  in  the  Tokyo  subway, 
coupled  with  the  situation  in  the  NIS,  constantly  underline  for  us 
why  we  are  dedicating  our  resources,  our  time,  and  our  efforts  to 
the  CTR  Program.  "Weapons  of  unthinkable  destructive  power  appear 
near  the  grasp  of  those  willing  to  commit  the  unthinkable." 
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(Senator  Sam  Nunn)   We  must,  therefore,  prevent  the  unthinkable 
from  occurring;  what  could  be  the  best  of  times  from  becoming  the 
worst  of  times,  and  the  CTR  Program  is  an  essential  means  toward 
ensuring  that  vital  and  attainable  result. 

Mr.  Chairman  and  Members  of  the  Committee,  that  concludes  my 
prepared  statement  for  this  hearing,  and  I  will  be  pleased  to 
answer  your  questions. 
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DR.   HAROLD  P.   SMITH,   Jr. 


As  Assistant  to  the  Secretary  of  Defense,  Dr.  Smith 
is  responsible  for  the  planning,  modernization, 
security,  and  survivability  of  the  nuclear 
stockpile.  He  oversees  programs  for  chemical  and 
biological  defense,  destruction  of  chemical  weapons, 
acquisition  of  counterproliferation  technology,  and 
management  of  Arms  Control  Treaties.  The  Defense 
Nuclear  Agency  and  the  On-Site  Inspection  Agency 
report  to  him.  Dr.  Smith  also  has  the  responsibility 
for  implementing  programs  for  the  safe  and  secure 
dismantlement  of  weapons  of  mass  destruction  of  the 
former  Soviet  Union.  In  addition.  Dr.  Smith  chairs 
the  NATO  Senior  Level  Weapons  Protection  Group 
(SLWPG)  that  ensures  the  security  and  survivcibility 
of  NATO's  nuclear  forces  emd  advises  alliance 
ministers  on  matters  of  nuclear  protection. 

Dr.  Smith  was   the  president  of  the   Palmer  Smith 

Corporation,  a  consulting  firm  that  specializes  in  the  management  of  high  technology 
progrcuns  for  aerospace  and  defense  contractors.  Dr.  Smith  was  also  a  founder  and 
director  of  Swerling,  Mamasse  &  Smith,  Inc.,  a  Los  Angeles  firm  that  analyzes  recent 
advances  in  radar  systems. 


Since  1968,  Dr.  Smith  has  served  as  a  consultant  and  advisor  to  the  Office  of  the 
Secretary  of  Defense,  the  Office  of  the  Secretary  of  the  Air  Force,  the  Armed 
Services  Committees  of  the  U.S.  Senate  and  the  U.S.  House  of  Representatives,  and  the 
National  Academy  of  Sciences.  He  has  advised  on  matters  of  national  security  policy, 
giving  particular  emphasis  to  projects  requiring  a  broad  range  of  technical  and 
managerial  skills.  As  a  member  of  the  Air  Force  Scientific  Advisory  Board,  he  has 
chaired  the  Tactical  Advisory  Panel  emd  has  directed  studies  ranging  from  improved 
operational  testing  of  complex  weapon  systems  to  development  of  modern  munitions. 
For  the  Defense  Science  Board,  he  has  chaired  task  forces  concentrating  on  the 
vulnerability  of  strategic  systems.  At  the  request  of  the  Secretary  of  Defense,  he 
chaired  a  critical  investigation  of  the  AWACS  radar. 

Frofti  1960-1976,  Dr.  Smith  was  a  member  of  the  faculty  of  the  University  of  California 
euid  published  over  50  papers  on  the  optimal  control  of  exotic  nuclear  systems  and  on 
the  interaction  of  radiation  with  surfaces.  For  his  sabbatical  year  in  1966,  Dr. 
Smith  was  awarded  a  White  House  Fellowship  eind  served  as  a  Special  Assistant  to  the 
Secretary  of  Defense. 

Dr.  Smith  received  all  his  degrees  from  the  Massachusetts  Institute  of  Technology:  a 
Bachelor  of  Science  in  Mechanical  Engineering  in  1957,  a  Master  of  Science  in  Nuclear 
Engineering  in  1958,  and  a  Ph.D.  in  Nuclear  Engineering  in  1960.  He  held  a  Sloan 
National  Scholarship  as  an  under-graduate  and  a  Nuclear  Technology  Fellowship  as  a 
graduate  student.  Dr.  Smith  was  an  honor  initiate  of  Tau  Beta  Pi  and  a  member  of 
Sigma  Xi . 

He  has  been  awarded  the  DoD  Distinguished  Public  Service  Award;  has  twice  received 
the  Exceptional  Civilian  Service  Award  of  the  Air  Force  and  the  Commendation  of  the 
Secretary  of  the  Navy.  Dr.  Smith  is  a  Fellow  of  the  American  Physical  Society  and  a 
senior  member  of  the  Institute  of  Electrical  and  Electronics  Engineers.  In  addition 
to  technical  papers,  he  has  published  articles  of  public  interest,  related  to 
national  security,  in  The  New  York  Times,  the  Christiem  Science  Monitor,  cuid  The  Wall 
Street  Journal . 


Dr.  Smith  was  bom  in  Greensburg,  Pennsylveuiia,  in  1935.   He  and  his  wife,  the  former 
Marian  Bamford,  and  their  three  children  have  resided  in  California  since  1960. 
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RICHARD  L.  ARMTTAGE 

PRESroENfT,  ARMTTAGE  ASSOCIATES  L.C. 

DECEMBER  15,  1995 

HOUSE  COMMTTTEE  ON  INTERNATIONAL  RELATIONS 

Mr.  Chairman,  Representative  Hamilton,  Members  of  the  Committee,  I  am  honored 
by  your  invitation  to  testify  today.    I  will  return  the  courtesy  by  being  very  brief. 

In  early  1992  Secretary  of  State  Baker  asked  that  I  take  the  lead  in  organizing  U.S. 
humanitarian  and  technical  assistance  to  the  new  independent  states  (NIS)  of  the  former 
Soviet  Union.    I  led  this  effort  until  May  1993,  well  into  the  Clinton  Administration. 

My  earliest  priority  was  to  establish  a  close  consultative  relationship  with  the 
Congress,  including  this  Committee.    My  immediate  superior,  Lawrence  Eagleburger, 
authorized  me  to  communicate  directly  with  the  Congress,  bypassing  State's  Legislative 
Affairs  Bureau.    This  extraordinary  procedure  facilitated,  more  than  anything  else,  the 
remarkable  level  of  bipartisan  support  for  the  NIS  assistance  program  in  its  formative  stages. 

I  believe  it  is  vital  for  the  Congress  to  help  the  Administration  define  and  articulate 
the  U.S.  policy  objectives  to  be  served  by  providing  assistance  to  the  NIS.    Except  for 
humanitarian  responses  to  emergencies,  foreign  aid  must  be  a  finely  honed  instrument  of 
U.S.  foreign  policy.    As  it  contemplates  domestic  budgetary  measures  affecting  millions  of 
Americans,  Congress  must  examine  rigorously  the  rationale  for  asking  taxpayers  to  fund 
overseas  assistance  activities.    If  sound  rationales  can  be  defined,  Congress  should  reexamine 
the  maimer  in  which  assistance  is  delivered.    I  would  only  note  my  firm  belief  that  the 
bureaucratic  approach  to  foreign  aid  characterized  by  the  Agency  for  International 
Development  and  its  circle  of  parastatal  contractors  is  the  wave  of  the  past,  and  AID's 
continued  existence  is  an  albatross  around  the  necks  of  foreign  aid  advocates. 

We  can  anticipate,  I  believe,  that  forthcoming  elections  in  Russia  will  aggravate  the 
Kremlin's  tendency  to  attack  U.S.  economic  interests  in  the  "Near  Abroad"    -  especially  in 
the  oil-rich  Caspian  Sea  area  —  by  actively  undermining  governments  and  encouraging 
conflicts.    I  believe  it  will  be  politically  difficult  for  our  government  to  sustain  a  bilateral 
assistance  program  under  these  circumstances,  although  I  understand  that  the  Russian 
program  will  focus  on  trade  and  investment  from  here  on  out  and,  in  terms  of  dollars,  is  not 
so  large  as  to  constitute  real  leverage.    It  would,  however,  make  absolutely  no  sense  for  the 
U.S.  to  support  interventions  in  Russia  by  the  IMF  or  other  international  financial  institutions 
if  Russian  behavior  continues  to  reflect  an  appetite  for  imperialism  and  anti-Americanism. 

I  am  not  predicting  a  return  to  the  Cold  War.    Neither  am  I  forecasting  a  strategic 
partnership  between  the  U.S.  and  "democratic  Russia."    A  Russia  that  behaves  properly 
toward  its  neighbors  and  respects  U.S.  economic  interests  ~  interests  which  in  no  way  harm 
Russia  —  merits  our  assistance.    We  can  acknowledge  and  respect  Russia's  freedom  to 
disagree  with  us  on  issues  ranging  from  the  expansion  of  NATO,  to  the  marketing  of  Caspian 
oil,  to  the  disposition  of  occupied  Japanese  islands.    It  is  behavior  that  counts.    Only  Russia 
can  demonstrate  whether  the  fall  of  communism  is  of  cosmic  or  cosmetic  importance. 
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Ambassador  Richard  Lee  Armitage 


Richard  L.  Annltace,  the  n^dent  of  Annltage  AiMidatM  L.C.,  ka«  hdd  aailer  trontiltaliootii^ 
and  aegatiatiiie  poriWniii  In  tbi  Departments  of  State,  Oefcon,  and  the  Congrev  since  1978. 

Fktan  March  1992  mMfl  his  departnre  from  pnbHc  scnioe  in  May  1993,  Mr.  Aimitaee  directed 
U.S.  Aadstance  to  the  new  taidq^doit  states  of  the  fonntr  Soviet  Union  with  tlie  personal  rank  of 
Ambassador.     In  January  1992,  the  Bush  Adrahdstration'a  desire  to  Junp-start  international  assistance  to 
the  former  superpower  resulted  In  his  appointment  as  Coordinator  for  EmcrgeBcy  Hnmanitarfan 
Assistance  to  the  former  Soviet  Union.    Durins  Us  tenure  in  these  poaitians  Mr.  Armitage  completed 
extensive  intsmational  coordination  projcett  with  the  European  Community,  Japan  and  other  donor 
coniUiics. 

From  1989  throuth  1992  Mr.  Armitage  fUled  key  dipkunatic  positions  as  Presidential  Special 
Negotiator  for  the  FUlippina  Base  Agreement  and  Special  Mediator  for  Water  in  the  Middle  East. 
President  Bosh  sent  him  as  a  Special  Emissary  to  the  Middle  East  during  the  1991  Gulf  War. 

In  the  Pentagon  from  Jane  1983  to  May  1989,  he  served  as  Assistant  Secretary  of  Defense  for 
Intermitianal  Security  Affairs.     He  reprtsenled  the  DepartmcBt  of  Defense  In  developing  politico-military 
relationslups  and  inidativca  throughout  the  world,  spearheaded  U.S.  Pacific  security  policy  including  the 
U.S.-Japan  security  and  U.S.-China  relationships,  managed  all  DoD  Security  Assistance  programs  ($S-6 
billion  per  year),  and  provided  oversight  of  policies  related  to  the  law  of  the  sea,  U.S.  special  operations 
forces,  and  connter-temrism.     He  played  a  leading  role  In  Middle  East  Security  policies. 

In  May  1975  Mr.  Armitage  came  to  Washington  as  a  Pentagon  consultant  and  was  posted  in 
Tehran,  Iran  until  Novonber  1976.  Following  two  years  in  the  private  sector,  he  took  the  position  as 
Administrative  Assistant  to  Senator  Robert  Dole  of  Kansas  in  1978.  In  the  1980  Reagan  campaign  Mr. 
Armitage  was  senior  advisor  to  the  Interim  Foreign  Policy  Advisory  Board,  which  prepared  the  President- 
Elect  for  major  international  policy  issues  confronting  the  new  administration.  From  1981  until  June 
1983  Mr.  Armitage  was  Deputy  Assistant  Secretary  of  Defense  for  East  Asia  and  Pacific  Affairs  in  the 
Ofllce  of  the  Secretary  of  Defense. 

Bom  in  1945,  Mr.  Armitage  graduated  in  1967  from  the  U.S.  Naval  Academy,  where  he  was 
coramisdoned  an  Ensign  in  the  U.S.  Navy.     He  served  on  a  destroyer  stationed  on  the  Vietnam  guniine 
and  subsequently  completed  three  combat  tours  with  the  rlverine/advisoiy  forces  in  Vietnam.   Fluent  in 
Vietnamese,  Mr.  Armitage  left  active  duty  in  1973  and  joined  the  U.S.  Defense  Attache  Office,  Saigon. 
Immediately  prior  to  the  fall  of  Saigon,  he  organised  and  led  the  removal  of  Vietnamese  naval  assets  and 
penonnel  tnrn  the  coiutry. 

Mr.  Aimitage's  endeavors  include  past  service  on  the  Board  of  Directors  of  General  Dynamics 
Electric  Systems,  Inc.  and  the  Board  of  Vidton  of  the  United  States  Naval  Academy.   Current  positions 
include  Chairman,  Board  of  Visitors  of  the  Natlonai  Defense  University,  member  of  the  SecNav 
Committee  on  Women  in  the  Navy  and  Marine  Corps  and  the  Advisory  Board  of  MaoTech  International 
Corporation.   He  recently  chaired  the  Honor  Review  Committee  for  the  United  States  Naval  Academy. 
He  has  abo  advised  the  Secretary  of  Defense  as  a  member  of  the  Defense  Policy  Board.     He  has  received 
numerous  U.S.  military  decorations  as  well  as  decorations  From  the  governments  of  Thailand,  Republic  of 
KorM,  Bahrain,  and  Paliistan.    Mr.  Armitage  has  been  awarded  the  Department  of  Defense  Medal  for 
Distinguished  Public  Service  four  times,  the  Presidential  Citizens  Medal,  presented  by  the  President  to 
cititens  who  have  performed  exemplary  deeds  of  service,  and  tiie  Department  of  State  Distinguished 
Honor  Award. 

Mr.  Armitage  lives  hi  Vienna,  Virginia,  with  his  wife  Laura,  four  daughters,  two  sons,  and  two 
faster  sons. 
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On  US  Policy  and  Assistance  with  Regard  to  the  Newly  Independent  States  (MS) 
It  is  challenging  to  speak  on  the  former  Soviet  Union  on  the  eve  of  the  Russian 
parliamentary  elections.  However,  the  changes  that  have  occurred  in  the  former  Soviet 
Union  are  so  fundamental  that  one  election  can  hardly  overturn  everything.  Russia  has 
crossed  the  chasm  and  become  a  pluralist  society  and  a  market  economy,  though  a  pretty 
messy  one. 

I  have  taken  an  active  part  in  this  transition.  I  served  as  a  senior  economic  advisor 
to  the  Russian  government  from  the  appointment  of  the  reform  government  of  Mr.  Yegor 
Gaidar  in  November  1991  until  Mr.  Gaidar  and  Mr.  Boris  Fedorov  resigned  in  January 
1994. 1  worked  with  Mr.  Gaidar,  Mr.  Anatoly  Chubais,  and  Mr.  Fedorov,  and  I  keep  in 
touch  with  them.  My  experiences  have  resulted  in  my  book  How  Russia  Became  a 
Market  Economy,  published  this  year  by  the  Brookings  Institution.  As  a  Senior  Associate 
at  Carnegie  Endowment  for  International  Peace,  I  have  continued  to  work  in  Moscow, 
visiting  the  Carnegie  Moscow  Center  approximately  every  other  month.  Since  August 
1994,  after  Mr.  Leonid  Kuchma  was  elected  President,  I  have  been  working  as  the  chief 
foreign  economic  advisor  of  the  Ukrainian  government.  I  have  studied  these  countries  for 
over  twenty  years  and  spent  a  great  deal  of  time  in  them.  Since  I  am  primarily  an 
economist  and  an  expert  on  Russia  and  Ukraine,  I  will  focus  on  these  two  countries  and 
their  economies,  but  I  will  also  touch  upon  domestic  politics,  while  I  leave  military 
aspects  and  foreign  policy  aside. 

The  Problem  with  the  Post-Soviet  Economies 

Most  of  the  former  Soviet  republics  have  suffered  hyperinflation  and  dramatic  declines  in 
output,  reflected  in  sharp  falls  in  the  standard  of  living.  When  the  Soviet  Union  and  the 
communist  regime  collapsed,  they  left  the  newly  independent  states  in  an  economic 
abyss.  In  1991,  the  last  year  of  the  Soviet  Union,  Russia's  budget  deficit  was  about  30 
percent  of  GDP.  In  December  1991,  just  before  its  dissolution,  the  Soviet  Union 
defaulted  on  its  foreign  debt  payments.  The  fmancial  imbalances  caused  pervasive 
shortages.  During  the  last  quarter  of  1991,  Russian  output  fell  at  an  annual  rate  of  over  20 
percent.  Crime  sky-rocketed.  The  post-Soviet  society  seemed  about  to  grind  to  a  halt. 

The  awrfiilness  of  the  Soviet  Union  just  before  its  collapse  is  mostly  forgotten 
today,  because  so  much  has  been  accomplished.  In  the  deepest  crisis,  the  first 
democratically-elected  Russian  President,  Boris  Yeltsin,  appointed  a  government  of 
young  economic  reformers  who  wanted  to  build  a  normal  market  economy  based  on 
private  property  and  a  rule  of  law.  Their  aim  was  to  do  so  as  fast  as  possible,  but  the 
country  was  in  a  state  of  collapse,  and  the  reform  government  faced  formidable 
resistance. 

The  mainstay  of  the  resistance  was  the  economically-oriented  part  of  the  old 
communist  elite,  primarily  the  state  enterprise  managers.  They  did  not  want  to  maintain 
the  old  communist  system  but  to  make  as  much  money  as  possible  on  the  state  during  the 
transition.  They  did  so  primarily  through  subsidized  credits  (about  30  percent  of  GDP  in 
1992),  actual  export  subsidies  (about  30  percent  of  GDP  in  1992),  and  import  subsidies 
(15  percent  of  GDP  in  1992).  Racketeering  was  a  comparatively  insignificant  source  of 
illicit  revenues,  probably  3  percent  of  GDP,  and  revenues  from  corruption  were  assessed 


133 


at  about  3  percent  of  GDP.  (These  are  gross  numbers  so  that  they  can  exceed  GDP 
considerably.)  In  addition,  large  fortunes  were  made  on  illicit  privatization,  primarily  of 
the  energy  companies,  which  were  excluded  from  the  ordinary  scheme  of  privatization. 

In  the  short  term,  the  subsidy-seeking  state  enterprise  managers  and  associated 
middlemen  won  against  the  market  reformers,  but  step  by  step  the  reformers  have  caught 
up  with  them.  By  the  end  of  1993,  both  subsidized  credits  and  import  subsidies  had  been 
abolished,  and  the  actual  export  subsidies  were  minimal.  As  a  result,  the  amount  of 
enterprise  subsidies  and  illicit  revenues  have  fallen  to  about  one  tenth  of  GDP,  not 
counting  illicit  privatization  which  is  difficult  to  assess.  Therefore,  Russian  enterprise 
managers  can  no  longer  live  off"  the  state  but  have  to  earn  their  living  through  enterprise 
profits. 

Yet,  one  Soviet-type  enterprise  remains  in  the  Russian  economy:  the  gas 
monopoly  company  Gazprom,  which  is  the  richest  company  in  Russia.  Its  total  sales  of 
about  $25  billion,  would  place  Gazprom  as  about  No  100  on  Fortune's  list  of  the  500 
biggest  companies  in  the  world,  but  by  its  net  profits  after  taxes  of  at  least  $6  billion 
Gazprom  would  rank  number  one  or  two.  The  problem  is  that  Gazprom  is  too  strong  - 
like  Standard  Oil  once  was  in  this  country  -  so  that  it  can  dictate  government  policy  in  its 
favor.  Hence,  Gazprom  has  been  exempt  from  numerous  taxes.  Its  profits  are  controlled 
by  the  management,  which  has  usurped  much  of  the  ownership  of  Gazprom,  but  neither 
accounts  nor  ownership  are  public.  It  is  impossible  to  prove  how  many  shares  Gazprom's 
founder,  Prime  Minister  Viktor  Chernomyrdin,  may  own.  To  my  mind,  the  free-wheeling 
power  of  Gazprom  is  the  greatest  remaining  problem  in  the  formation  of  the  Russian 
market  economy. 

The  Russian  Economy  Is  on  the  Right  Track 

The  main  focal  questions  concerning  the  Russian  economy  are  whether  the  economy  is 
developing  in  the  right  direction,  and  whether  the  achievements  are  sustainable  in  the  face 
of  an  unfavorable  outcome  in  the  upcoming  elections. 

On  the  first  question  there  can  be  little  doubt.  Virtually  all  economic  indicators 
are  pointing  in  the  right  direction.  The  liberalization  of  the  economy  has  essentially  been 
undertaken.  Russia  is  a  market  economy  with  freely  negotiated  contracts  between 
enterprises.  Russia  has  possibly  undertaken  the  most  impressive  privatization  of  any 
former  communist  country,  as  more  than  60  percent  of  the  economy  now  is  in  private 
hands  -  both  as  share  of  the  labor  force  and  of  GDP.  Private  companies  account  for  no 
less  than  85  percent  of  industrial  production. 

The  big  outstanding  problem  has  been  inflation,  but  it  has  fallen  gradually  from 
2,500  percent  in  1992,  to  840  percent  in  1993,  and  to  200  percent  in  1994.  At  present, 
inflation  is  down  to  an  annualized  70  percent  -  4.5  percent  a  month,  and  there  is  reason  to 
hope  that  inflation  will  finally  be  brought  under  control  next  year.  The  government  target 
is  27  percent. 

A  little  noticed  fact  is  how  much  has  been  done  to  get  inflation  under  control  in 
the  last  year.  The  pivotal  event  starting  these  endeavors  was  the  so-called  black  Tuesday, 
October  1 1,  1994,  when  the  exchange  rate  of  the  ruble  fell  by  27  percent  in  one  single 
day.  The  immediate  effect  was  that  President  Boris  Yeltsin  sacked  three  top  economic 
officials  -  the  Deputy  Prime  Minister  for  the  economy,  the  acting  Minister  of  Finance  and 
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the  Chainnan  of  the  Central  Bank.  As  in  any  market  economy,  those  who  were 
responsible  for  the  destabilization  of  the  currency  were  sacked,  and  the  current  office- 
holders have  all  been  appointed  to  combat  inflation.  Little  wonder  that  so  much  has  been 
done. 

In  1994,  Russia  had  a  consolidated  state  budget  deficit  of  10  percent  of  GDP,  but 
after  nine  months  this  year  it  was  about  3  percent  of  GDP,  and  the  anticipated  outcome 
for  the  year  as  a  whole  is  a  budget  deficit  of  4  percent  of  GDP,  while  Russia's  stand-by 
agreement  with  the  IMF  allows  for  a  deficit  of  5.6  percent  of  GDP.  This  is  a  fiindamental 
improvement.  The  State  Duma  has  already  adopted  an  even  more  restrictive  budget  for 
next  year  with  an  overwhelming  majority  of  253  for  and  71  against.  The  Central  Bank  is 
pursuing  a  very  strict  monetary  policy.  The  current  real  interest  rate  is  about  100  percent 
a  year.  The  ruble  exchange  rate  hit  the  bottom  in  late  April,  and  the  present  concern  is 
that  it  will  appreciate  too  much.  Hence,  the  government  has  introduced  a  soft  peg  around 
a  currency  band.  For  the  fu-st  time,  Russia  concluded  a  proper  IMF  stand-by  agreement 
with  substantial  financing  in  tlie  spring  of  1995,  and  so  far  this  year  Russia  has  more  than 
fiilfilled  its  commitments  to  the  IMF.  Inflation  has  been  falling  steadily,  though  not  at  a 
fast  rate  as  three  years  of  failed  financial  stabilization  has  undermined  the  government's 
credibility. 

Russia  is  on  the  verge  of  real  financial  stabilization.  The  litmus  test  that  shows 
that  the  authorities  are  serious  is  that  they  have  let  a  significant  number  of  medium-sized 
banks  go  bankrupt  this  year  without  intervening.  Russia  has  more  than  2,500  commercial 
banks.  The  banks  that  have  gone  bankrupt  have  typically  been  grossly  mismanaged, 
criminal,  or  have  pursued  unsuccessful  business  ideas.  They  have  swiftly  been  bought  up 
by  more  successfiil  and  professional  banks.  The  Russian  banking  system  is  going  through 
a  promising  self-cleansing. 

The  approaching  financial  stabilization  is  already  bringing  about  positive  results 
in  the  real  economy.  The  economy  has  bottomed  out  and  since  May,  official  industrial 
production  and  GDP  have  risen  slightly.  A  major  restructuring  of  the  economy  has 
started.  During  the  first  half  of  1995,  the  output  of  three  industries  -  construction, 
chemicals  and  metallurgy  -  rose  by  10-12  percent.  Typically,  production  is  rising  in 
privatized  enterprises  but  falling  sharply  in  the  remaining  state  enterprises. 

Russia  is  experiencing  a  major  export  boom  this  year.  Exports  expanded  by  28 
percent  during  the  first  half  of  1 995,  and  the  rise  for  the  whole  year  is  likely  to  be  about 
35  percent.  Imports  are  increasing  considerably  as  well,  but  lagging  behind  exports, 
leaving  Russia  wdth  a  healthy  trade  surplus  of  $10  billion  during  the  first  half  of  1995. 
Russia  has  accumulated  international  reserves  of  over  $12  billion,  corresponding  to  more 
than  three  months  of  imports.  Russia  inherited  a  vast  foreign  debt  fi-om  the  Soviet  Union, 
which  has  risen  to  $120  billion,  but  thanks  to  debt  rescheduling  the  debt  service  has  been 
regularized.  Russia  is  not  devoid  of  capital.  Domestic  accumulation  remains  surprisingly 
high  at  25  percent  of  GDP,  and  this  year  some  of  the  flight  capital  appears  to  have 
returned. 

The  privatization  of  the  big  state  enterprises  has  allowed  massive  enterprise 
restructuring.  Twenty-twenty-five  percent  of  the  privatized  enterprises  have  changed 
management,  typically  through  hostile  take-overs  instigated  by  new  Russian  capitalists, 
who  have  made  their  fortunes  in  trade  and  finance  and  now  turn  to  manufacturing.  They 
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tend  to  buy  stocks  cheaply  from  the  workers  and  oust  the  incumbent  manager  at  a 
shareholders  meeting.  Usually,  they  lay  off  half  to  three  quarters  of  the  workers,  but  little 
unemployment  results,  as  redundant  premises  and  equipment  are  being  sold  off  at  the 
same  time,  and  private  entrepreneurs  use  them  for  setting  up  new  enterprises.  Often  50- 
100  private  enterprises  are  created  as  a  consequence  of  the  restructuring  of  a  large 
enterprise.  The  labor  market  is  amazingly  flexible.  Therefore,  Russian  real  open 
unemployment  stays  at  barely  8  percent,  significantly  less  than  in  Western  Europe.  The 
worst  unemployment  is  in  northern  Russia,  where  little  privatization  has  occurred  and 
state  managers  refiise  to  lay  off  workers  or  restructure  enterprises.  Russia  has  had  a 
minimum  of  labor  unrest  or  social  disturbances,  and  the  few  strikes  are  usually  caused  by 
delays  in  the  payment  of  wages. 

This  year  Poland  will  achieve  an  economic  growth  of  over  6  percent,  and  there  are 
many  reasons  to  assume  that  Russia  will  follow  Poland  in  a  couple  of  years.  If  einything, 
Russia  is  likely  to  be  more  dynamic,  because  of  its  large  resources,  big  domestic  market, 
abundant  human  skills,  low  wages,  and  prior  great  mismanagement.  These  factors  should 
cause  Russian  economic  growth  to  gradually  gain  rnomentum. 

Dangers  to  the  Economic  Upturn 

But  what  can  endanger  the  plausible  economic  success?  Many  people  believe  that  the 
transition  to  capitalism  brings  continuously  rising  crime,  leading  to  a  new  criminal 
society.  It  is  true  that  crime  has  risen  sharply  in  connection  with  the  transition  to 
capitalism.  In  Russia,  the  official  crime  rate  doubled  from  1988  to  1992,  but  two  thirds  of 
the  rise  in  crime  occurred  before  1 992  during  the  collapse  of  communism.  Since  then 
crime  has  stagnated. 

Initially,  a  market  economy  breeds  new  crimes,  because  booty  can  be  resold  more 
easily  than  before,  and  thus  becomes  more  valuable.  Therefore,  burglaries  and  thefts 
skyrocket.  However,  people  respond  by  putting  up  stronger  doors  wdth  proper  locks, 
rendering  burglary  much  more  arduous  and  less  profitable.  As  a  consequence,  property 
crimes  started  falling  sharply  last  year.  At  the  same  time,  typical  communist  crimes, 
notably  the  pilfering  of  public  property,  abate. 

After  inflation  is  brought  imder  control,  crime  and  corruption  become  the  greatiest 
popular  concerns.  In  the  current  election  campaign,  the  struggle  against  corruption  is  a 
major  theme.  As  we  can  see  from  the  Ukrainian  and  Belarusian  elections  in  1994,  people 
do  vote  against  crime  and  corruption.  Legislation  is  swiftly  improving,  and  Russia  is 
about  to  adopt  a  new  severe  criminal  code.  The  media  are  covering  crime  extensively, 
teaching  people  what  to  watch  out  for  and  increasing  the  pressure  on  the  authorities  to 
undertake  serious  actions.  Law  enforcement  is  being  strengthened  fast  and  is  to  get  about 
2  percent  of  GDP  next  year,  almost  twice  as  much  as  in  the  US,  as  the  police  are  getting 
plenty  of  new  resources  for  salaries,  new  cars,  electronics  and  arms.  During  the  last  years 
of  communism,  the  prison  population  shrunk  sharply  because  of  amnesties.  Now,  the 
prisons  are  being  refilled  wdth  real  criminals.  The  transition  to  capitalism  has  increased 
the  demand  for  lawyers,  and  their  incomes  have  risen  sharply,  attracting  many  able  and 
ambitious  students  to  the  legal  profession.  There  are  overwhelming  reasons  to  expect  a 
steady  decrease  in  the  crime  rate. 


136 


Today,  a  decent  bank  demands  collateral  for  a  credit,  and  if  it  does  not  receive 
payments  it  goes  to  the  economic  courts,  which  have  started  functioning  reasonably  well 
this  year.  The  Mafia  is  no  longer  needed  for  debt  collection,  and  a  striking  gentrification 
is  taking  place  among  businessmen,  as  it  is  no  longer  necessary  to  be  a  criminal  in  order 
to  be  a  businessman. 

Curiously,  many  argue  that  democratic  elections  pose  a  threat  to  market  economic 
reforms.  For  a  number  of  reasons,  1  am  not  particularly  worried  about  the  effect  of  the 
elections  on  the  economic  reforms.  First,  a  majority  of  communists  and  nationalists  in  the 
State  Duma,  the  lower  house  of  the  Russian  parliament,  is  not  all  that  likely.  The  best 
Russian  opinion  poll  in  November  gave  them  a  threatening  45  percent  in  the  party  list 
elections  on  December  1 7,  but  that  would  hardly  suffice  as  a  majority  of  the  seats  in  the 
State  Duma,  since  half  the  seats  are  filled  through  simple  majority  elections  in  one-man 
constituencies.  These  parties  received  43  percent  of  the  popular  votes  in  December  1993, 
approximately  the  same,  as  now  predicted,  and  that  did  not  cause  any  catastrophe. 

Second,  even  if  the  communists  and  nationalists  were  to  get  a  majority  in  the  State 
Duma,  they  will  be  balanced  by  the  upper  chamber  of  regional  representatives,  the 
Federation  Council,  and  the  strong  presidential  power. 

Third,  a  communist  and  nationalist  majority  would  consist  of  at  least  three 
different  parties,  and  they  are  not  likely  to  agree  among  themselves.  Many  Russians  may 
dislike  democracy,  but  they  are  likely  to  dislike  the  imposition  of  dictatorship  by  anybody 
else  over  them  even  more. 

Fourth,  there  is  so  little  power  left  in  the  political  center  that  it  is  virtually 
impossible  to  impose  a  dictatorship  firom  Moscow.  The  regional  centers  have  a  great  deal 
of  power,  and  power  is  too  dispersed  to  be  assembled  in  one  dictatorship  in  the  short 
term. 

Finally,  the  hard-line  parties  are  being  financed  by  businessmen  who  increasingly 
have  an  interest  in  a  stable  currency  and  a  thriving  market  economy.  For  instance,  the 
Communist  Party  receives  substantial  financial  support  fi-om  two  major  banks 
(Mosbusinessbank  and  Germez).  Since  Russia  now  has  a  market  economy  where  private 
ownership  predominates,  the  resulting  economic  pluralism  natiirally  breeds  political 
pluralism. 

Indeed,  democracy  implies  a  vital  check  on  the  extravagance  of  the  elite,  because 
it  is  the  people  who  suffer  fi-om  crime  and  inflation,  while  only  parts  of  the  elite  benefit 
fi-om  such  conditions,  and  the  political  parties  do  consider  popular  sentiments.  The  State 
Duma  has  just  voted  by  an  overwhelming  majority  for  a  strict  budget  that  will  lower 
inflation  next  year  because  those  who  benefit  fi-om  high  inflation  are  few  and  therefore 
checked  by  democratic  forces. 

Today  the  Russian  public  opinion  is  reasonably  well  informed  by  diverse  and 
vibrant  media.  Moscow  alone  has  25  daily  newspapers,  representing  every  shade  of 
political  opinion,  no  doubt  the  most  pluralist  press  in  the  world.  Russia  has  six  major 
television  channels.  Two  are  clearly  state-controlled,  but  several  are  independent  both 
from  the  government  and  one  another.  The  Russian  wave  lengths  are  fiill  of  independent 
radio  stations  almost  as  in  the  US. 

While  it  is  unfortunate  that  the  political  parties  are  so  fi-agmented,  it  is  impressive 
that  43  parties  managed  to  collect  over  200,000  signatures  each.  Russia  has  now  had 
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several  democratic  elections,  and  democracy  is  becoming  the  established  norm.  The 
current  election  campaign  is  both  intensive  and  peaceful,  and  the  opinion  polls  anticipate 
a  participation  that  will  be  greater  than  in  a  US  presidential  election.  The  signs  that  the 
Russian  democracy  and  civil  society  are  developing  are  many. 

Politically,  Russia  reminds  me  of  India.  There  are  many  people  who  do  not  like 
democracy,  but  power  is  so  dispersed  in  the  country  that  the  country  appears  more  or  less 
doomed  to  democracy. 

The  most  controversial  part  of  the  Russian  economic  reform  is  the  privileged 
privatization  of  a  few  large  enterprises  that  is  currently  taking  place,  notably  of  the  three 
big  oil  companies:  Surgut  Holding,  Yukos  and  Sidanko.  The  Russian  government  is 
practically  giving  away  large  posts  of  stocks  in  huge  companies  at  "auctions",  which  are 
controlled  by  a  few  banks  favored  by  the  government  who  take  the  stocks  for  themselves. 
There  is  no  defense  for  this  kind  of  privatization  and  virtually  all  political  parties  are 
against  it.  Of  the  previous  privatizations,  the  privatization  of  the  gas  monopoly  company 
Gazprom  appears  most  objectionable,  as  huge  state  assets  were  just  taken  over  by  the 
managers  of  Gazprom.  However,  it  is  essentially  the  privatization  of  Gazprom  and  a  few 
oil  companies  that  is  truly  controversial,  and  the  question  of  their  renationalization  is 
raised  not  only  by  communists,  because  of  evident  large-scale  embezzlement.  The  value 
of  the  vast  majority  of  privatized  enterprises,  however,  is  largely  dependent  on  the 
achievements  of  their  managers,  rendering  their  privatization  much  less  controversial. 
Hundreds  of  enterprises  have  gone  bankrupt.  The  bulk  of  the  privatization  and  the 
Russian  transition  to  a  market  economy  appear  irreversible. 

Ukraine  Is  Following  the  Russian  Route 

During  its  first  three  years  as  an  independent  state,  Ukraine  opted  for  gradual  economic 
reform,  partly  as  a  protest  against  Russia's  more  radical  reform,  partly  because  of  lacking 
insight  in  what  was  needed.  The  results  were  disastrous  -  hyperinflation  of  no  less  than 
1 0,200  percent  in  1 993  and  a  far  greater  decline  in  output  and  standard  of  living  than  in 
Russia.  The  Ukrainians  had  had  enough,  and  in  the  summer  of  1 994  they  elected  a  new 
President,  Leonid  Kuchma.  A  peaceful  democratic  transfer  of  power  was  carried  out, 
which  has  contributed  to  Ukraine  being  admitted  to  the  Council  of  Europe. 

President  Kuchma  launched  a  radical  economic  reform  in  late  1994.  Prices  and 
domestic  trade  are  now  freer  than  in  Russia.  Ukraine  had  akeady  a  strict  monetary  policy 
from  early  1994,  Ukraine  adopted  a  budget  for  1995  with  a  budget  deficit  of  only  3.3 
percent  of  GDP,  and  the  IMF  concluded  a  stand-by  agreement  with  Ukraine  last  spring. 

In  comparison  with  Russia,  Ukraine  has  a  much  weaker  financial  position.  It 
suffers  from  a  chronic  balance  of  payment  deficit,  and  its  international  reserves  hover 
around  one  month  of  imports.  Therefore,  Ukraine  is  crucially  dependent  on  international 
financing  -  credits  and  debt  rescheduling  -  in  the  order  of  $5  billion  this  year.  The  IMF 
has  become  the  pillar  of  Ukraine's  transition  to  a  market  economy,  and  Ukraine  has 
almost  fulfilled  the  main  IMF  conditions  but  not  quite.  In  particular,  Ukraine  tends  to  be 
slightly  late  with  its  international  payments,  partly  because  of  a  shortage  of  funds,  partly 
because  of  poor  administration  and  a  lack  of  policy  focus.  Still,  Ukraine's  budget  deficit 
is  likely  to  stop  at  4  percent  of  GDP  this  year,  and  its  monetary  policy  remains  strict.  Yet. 
inflation  stays  around  1 00  percent,  though  the  government  is  intent  on  bringing  it  down 
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to  30  percent  next  year.  Ukraine's  stabilization  is  much  more  fragile  than  Russia's,  as 
Ukraine  hardly  has  any  margins  or  reserves.  Moreover,  both  the  state  administration  and 
the  business  elite  are  much  weaker  than  in  Russia.  The  Ukrainian  fall  in  production  might 
have  bottomed  out,  but  it  is  not  certain.  On  the  whole,  Ukraine  lags  behind  Russia  in  its 
market  reforms  by  about  two  years. 

As  a  consequence,  Ukraine  has  much  greater  need  for  foreign  assistance  than 
Russia.  Ukraine  has  urgent  need  for  international  financing.  Heating  and  electricity  are 
still  intermittently  cut  off  in  spite  of  freezing  temperatures  because  of  blatant  shortages  of 
energy,  although  prices  have  been  raised  sharply  to  a  world  market  level.  Much  needs  to 
be  done  in  terms  of  institutional  and  legislative  development  and  training  for  which 
international  assistance  is  crucial.  It  also  means  that  the  international  community  and 
particularly  the  US  can  have  an  enormous  impact  in  Ukraine.  The  US  is  still  popular  in 
Ukraine,  which  is  no  longer  the  case  in  Russia. 

The  greatest  problem  in  the  Ukrainian  reforms  is  privatization,  which  is  lagging 
behind  for  many  reasons.  First  of  all,  the  political  commitment  exists  but  is  not  strong 
enough.  Too  many  say  that  management  is  more  important  than  ownership,  but  little  can 
be  done  about  management  before  privatization.  Second,  because  of  the  slow  start  of  the 
Ukrainian  reforms,  the  vested  interests  against  privatization  have  become  much  more 
entrenched  in  Ukraine.  Third,  another  consequence  of  the  delay  in  privatization  is  that 
Ukraine  has  assembled  a  disparate  and  not  very  helpful  collection  of  privatization 
legislation.  The  procedures  are  both  too  complicated  and  offer  too  small  incentives  to  all 
concerned:  managers,  employees,  local  authorities  and  the  population.  Fourth,  the  State 
Property  Fund  which  is  in  charge  of  privatization  is  weak  in  terms  of  formal  authority, 
organization,  financing,  personnel  and  information  systems.  Moreover,  the  Western 
assistance  has  not  been  adequately  designed,  focusing  on  implementing  the  program 
rather  than  improving  its  design.  Even  so,  over  one  third  of  the  Ukrainian  economy  is  in 
private  hand,  and  privatization  is  proceeding. 

At  present,  the  Ukrainian  reforms  are  at  risk.  The  decisive  turn  of  events  was  a 
speech  by  the  initiator  of  the  reforms.  President  Kuchma,  on  June  28,  in  which  he  spoke 
of  a  "correction  of  the  course  of  economic  reforms".  The  immediate  outcome  was  a 
substantial  disbursement  of  directed  credits  to  the  largest  industrial  enterprises  in 
Ukraine,  which  almost  broke  Ukraine's  program  with  the  IMF.  The  Ukrainian 
government  soon  tightened  up  its  policies,  but  the  very  conceptualization  of  the  reforms 
has  lost  its  clarity  and  thus  the  government  commitment  to  reform  appears  weakened.  In 
addition,  the  Ukrainian  administration  is  encumbered  by  an  extreme  centralization. 
Today,  Ukraine  stands  at  a  crossroads:  the  reforms  can  succeed  or  fall  apart,  and  the  US 
can  make  the  difference. 

What  Can  the  US  Do? 

Russia's  needs  for  foreign  assistance  have  changed  fundamentally  in  the  last  four  years. 
Four  years  ago,  both  Russians  and  foreigners  worried  about  the  specter  of  starvation. 
Today  Russia  has  no  need  for  any  humanitarian  assistance. 

The  US  has  provided  substantial  technical  assistance  to  the  former  Soviet  Union. 
It  has  been  subject  to  considerable  criticism  in  the  US,  but  it  has  had  considerable 
positive  impact,  and  it  has  been  superior  to  the  technical  assistance  provided  by  the 
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European  Union.  First,  US  AID  has  not  wasted  technical  assistance  meant  for  the 
construction  of  market  economies  on  regimes  and  poHticians  that  had  no  intention  of 
pursuing  serious  reform,  but  it  has  concentrated  its  assistance  to  those  governments  and 
individuals  who  really  pushed  for  market  economic  reforms.  Second,  the  US  government 
has  had  a  clear  concept  of  what  is  important  for  the  transition  to  a  market  economy  and 
has  selected  key  areas  that  have  really  been  important  for  the  construction  of  market 
economies,  notably  macroeconomic  advice,  privatization,  legislation,  and  the  formation 
of  markets.  The  EU  assistance,  on  the  contrary,  has  been  directed  by  a  variety  of  domestic 
constituencies  rather  than  strategic  needs  in  the  receiving  countries,  and  the  most  bizarre 
projects  totally  unrelated  to  the  construction  of  a  market  economy  have  been  supported 
by  the  EU,  notably  impossible  project  pertaining  to  the  construction  of  a  social 
democratic  welfare  state.  Third,  much  of  the  US  aid  has  actually  had  a  positive  impact. 
The  Russian  mass  privatization  would  hardly  have  been  possible  without  substantial  AID 
assistance,  notably  to  the  Harvard  Institute  of  International  Development  (HIID)  that 
provided  much  of  the  strategic  conceptualization  of  the  Russian  mass  privatization  (see 
Maxim  Boycko,  Andrei  Shleifer,  and  Robert  Vishny,  Privatizing  Russia.  MIT  Press, 
1995).  The  EU  considered  privatization  so  controversial  that  it  initially  did  not  want  to  be 
involved.  Fourth,  AID  has  maintained  reasonable  cost  limits  in  comparison  with  West 
European  donors.  In  terms  of  bureaucratic  procedures,  however,  AID  is  about  as  bad  as 
the  EU,  and  both  rely  too  much  on  the  large  consultancy  companies,  which  are  expensive, 
poor  at  working  with  top  policy-makers,  and  not  very  motivated  as  they  care  about  little 
but  their  payments.  Other  organizations,  both  academic  consultancies  and  non- 
governmental organizations,  appear  more  cost-effective  and  are  often  driven  by  idealism. 
Today,  the  key  problems  technical  assistance  can  solve  have  been  sorted  out  in  Russia, 
and  the  Russian  state  is  strong  enough  to  take  on  its  chief  concerns.  It  is  natural  that  the 
US  technical  assistance  to  Russia  is  now  being  reduced,  but  preferably  it  should  be  done 
gradually,  so  that  those  who  deserve  the  US  support  do  not  succumb  because  of  a  sudden 
disruption  of  their  financing. 

Instead,  US  technical  assistance  should  be  focused  on  other  countries  that  are 
taking  serious  steps  to  reform  as  is  the  case.  The  most  obvious  example  is  Ukraine. 
Unfortimately,  AID's  success  in  privatization  in  Russia  seems  to  breed  a  relative  failure 
in  Ukraine.  The  conceptualization  of  the  whole  reform,  including  privatization,  is  weaker 
in  Ukraine  than  it  was  in  Russia.  Hence,  Ukraine  requires  more  strategic  top-level  advice, 
which  notably  the  HIID  provided  in  Russia,  while  US  AID  support  for  Ukraine  is 
completely  dominated  by  the  big  consulting  companies,  which  do  not  know  how  to 
operate  at  top  government  levels.  US  AID  has  spent  large  sums  on  implementing  a 
privatization  program  that  needs  to  be  improved.  Not  surprisingly,  the  results  have  been 
meager.  Privatization  is  going  on  but  at  a  much  slower  pace  than  planned,  as  the  design  of 
the  privatization  program  is  flawed.  Also  the  Ukrainian  stabilization  program  is  fragile 
and  may  succeed  or  fail.  Therefore,  US  assistance  to  Ukraine  needs  to  be  redesigned.  The 
US  should  raise  its  eyes  to  fundamental  issues  by  providing  more  top-level  advisors  to 
Ukraine,  and  the  HIID  is  prepared  to  offer  them,  while  the  technical  assistance  to  the 
implementation  of  the  privatization  program  appears  over-dimensioned  considering  the 
current  speed  of  privatization.  Today,  1  lead  a  small  group  of  economic  advisors  working 
on  liberalization  and  financial  stabilization  in  Ukraine.  We  are  financed  by  George  Soros 
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and  we  feel  that  our  work  is  highly  productive,  but  we  are  too  few  in  providing  high-level 
economic  advice  to  the  Ukrainian  government.  In  Ukraine,  a  few  hundred  million  dollars 
of  US  technical  assistance  and  fmancial  support  may  determine  the  success  of  the 
Ukrainian  economic  reform. 

In  1995,  Russia  got  substantial  international  financial  assistance  aimmg  at 
financial  stabilization  for  the  first  time.  With  $6.8  billion  of  stabilization  credits  for  one 
year,  the  IMF  has  real  leverage  and  has  successfully  helped  the  Russian  reformers  to 
impose  sound  economic  policies.  Considering  the  great  improvements  that  have  occurred 
in  the  Russian  economy,  IMF  and  World  Bank  funds  are  sufficient.  If  both  the 
parliamentary  and  presidential  elections  next  June  pass  without  catastrophes,  significant 
international  capital  inflows  are  likely  to  start. 

Ukraine  and  other  NIS,  however,  are  in  great  need  of  financial  assistance,  as  they 
are  in  the  midst  of  their  macroeconomic  stabilization,  but  they  do  not  benefit  fi-om 
Russia's  large  trade  surplus.  The  amounts  needed  are  rather  limited.  With  a  couple  of 
hundred  million  dollars  of  balance  of  payments  financing,  the  US  could  possibly  salvage 
reforms  in  Ukraine.  Today,  Ukrainians  fi-eeze  and  live  in  darkness.  The  government  has 
to  cut  off  both  gas  and  electricity  because  of  shortage  of  fiinds,  and  the  reformers  in  the 
government  are  being  blamed.  The  aid  should  be  conditional  on  good  economic  policies, 
which  can  assure  the  reformers  of  victories  on  important  policy  issues.  Unlike  technical 
assistance  that  ends  up  in  the  pockets  of  well-paid  Western  consultants,  balance  of 
payment  support  assures  the  population  of  essentials  such  as  heat  and  electric  light  at  the 
same  time  as  it  helps  to  defeat  inflation.  For  this  winter,  IMF  and  World  Bank  fimding  is 
not  sufficient  for  Ukraine. 

After  the  most  critical  problems  have  been  overcome,  the  US  needs  to  look  ahead 
and  see  what  it  can  do  for  the  economic  stability  and  political  development  of  these 
countries  in  the  fiiture.  A  greatly  neglected  aspect  has  been  the  education  of  students.  The 
NIS  still  suffer  badly  from  a  shortage  of  people  with  good  education  in  law,  economics, 
business  management,  and  a  whole  row  of  social  sciences,  because  these  subjects  were 
anathema  to  communist  ideology.  The  US  is  well  placed  to  provide  such  education  as  it 
has  done  for  tens  of  thousands  of  Chinese  students  and  innumerable  students  fi-om  all 
over  the  world.  There  are  relatively  few  students  fi-om  the  NIS  in  the  US,  but  the  NIS 
need  tens  of  thousands  of  students  with  degrees,  both  BAs  and  Ph.D.s,  in  law,  economics, 
other  social  sciences,  and  business  management.  Only  with  fiiU  degrees  are  they  strong 
enough  to  make  a  difference  when  they  return  home,  and  they  will  do  so.  There  is  little 
risk  of  a  brain  drain,  because  economists  and  lawyers  who  speak  English  are  doing  very 
well  in  Russia  today.  US  universities  are  the  best  in  the  world  and  have  capacity.  The  US 
should  offer  ten  thousand  scholarships  a  year  to  able  students  from  the  NIS  at  good  US 
universities.  As  in  so  many  other  countries,  nationals  with  American  degrees  can 
contribute  substantially  to  the  development  of  their  countries. 

The  other  important  issue  is  to  open  the  US  market  to  exports  from  the  NIS.  At 
present,  a  new  iron  curtain  is  rising  in  Europe  between  East-Central  Europe  and  the 
former  Soviet  Union.  Only  five  border  crossings  straddle  500  miles  of  border  between 
Ukraine  and  four  Central  European  countries,  and  little  gets  through,  as  the  Central 
Europeans  are  anxious  to  comply  with  EU  demands.  The  NIS  are  facing  the  wall  of 
Fortress  Europe.  The  US  could  do  the  NIS  a  great  service  if  it  opened  up  its  market  to  a 
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greater  extent.  Not  only  would  the  NTS  find  a  market  here,  but  the  US  could  also  pressure 
the  EU  to  diminish  its  protectionism.  Considering  the  distance  and  thus  transportation 
costs,  it  would  benefit  the  NIS  far  more  than  it  would  cost  US  companies. 

The  US  should  not  only  provide  assistance.  It  should  also  pose  conditions  to  "help 
the  region.  The  central  remaining  problem  in  the  Russian  economy  is  Gazprom  which 
forces  the  Russian  state  to  write  laws  to  its  benefit.  When  a  company  is  so  strong  that  it 
dictates  government  policy,  it  needs  to  be  broken  up  as  the  US  experienced  with  Standard 
Oil.  For  the  good  of  everybody,  the  US  should  support  the  Russian  reformers  in  their  call 
for  breaking  up  Gazprom.  This  should  be  an  absolute  condition  for  the  US  endorsing 
fiirther  IMF  loans  to  Russia.  Russia  is  an  open  pluralist  society,  and  this  is  a  legitimate 
part  of  the  Russian  debate.  I  published  an  article  on  the  need  to  discipline  Gazprom  in  the 
Russian  daily  Izvestiya  in  February  this  year.  When  I  was  in  Moscow  a  month  ago,  we 
held  a  seminar  at  the  Carnegie  Center  on  what  to  do  wdth  Gazprom,  and  I  gave  a  lecture 
to  the  Ministry  of  Economy  on  this  theme.  The  domestic  Russian  forces  that  favor  a 
break-up  of  Gazprom  are  so  strong  that  the  US  may  have  the  swing  vote. 

A  crucial  problem  to  all  countries  but  Russia  in  the  region  is  their  dependence  on 
either  energy  from  Russia  or  transportation  of  energy  through  Russia.  The  US  should  join 
hands  with  the  forces  that  support  firee  trade  in  energy  on  normal  market  conditions  in  the 
region.  Since  there  is  usually  a  balance  of  forces,  the  US  can  often  tilt  the  balance  in  the 
right  direction  if  it  engages  in  these  issues.  For  the  sovereignty  of  the  NIS,  it  is  vital  that 
they  remain  the  masters  of  their  own  pipeline  systems,  which  Russia's  Gazprom  is 
aggressively  trying  to  take  over. 

Conclusion:  Much  Has  Been  Accomplished  and  Reforms  Are  Irreversible 
Rather  than  complaining  about  what  has  not  been  done  in  the  economic  reforms  in  Russia 
and  Ukraine,  we  should  take  note  of  how  much  that  has  been  accomplished.  The  region  is 
moving  forward  after  a  tremendous  crisis,  and  the  US  has  played  an  active  and  largely 
usefiil  role.  Both  Russia  and  Ukraine  have  become  market  economies.  Russia  stands  out 
because  of  its  far-reaching  privatization  which  brings  both  dynamism  and  relative 
stability  to  Russian  society,  while  privatization  has  become  the  crucial  hurdle  in  Ukraine 
and  its  stabilization  is  still  in  question. 

US  AID  has  made  a  great  contribution  to  the  Russian  privatization,  but  US 
technical  assistance  to  Russia  is  no  longer  a  great  need,  while  Ukraine  needs  all  the  aid  it 
can  absorb.  The  US  has  already  played  an  important  role  in  Ukraine,  but  much  remains  to 
be  done. 

The  IMF  £ind  the  World  Bank  provide  sufficient  financial  assistance  to  Russia, 
while  Ukraine  needs  additional  balance  of  payment  support.  For  the  fiiture,  the  US  should 
focus  on  training  NIS  students  in  economics,  law,  social  sciences,  and  business 
management  on  a  much  larger  scale  and  offer  fiill  degree  courses  rather  than  giving 
money  to  consultants.  As  assistance  grows  less  important,  the  US  should  focus  on 
opening  up  its  market  to  NIS  exports.  The  US  should  support  those  Russians  who 
demand  a  proper  regulation  of  the  Russian  gas  industry  and  the  break-up  of  Gazprom, 
and  the  US  needs  to  support  the  other  NIS  in  their  endeavors  to  defend  their  sovereignty 
in  energy  policy. 
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Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  to  discuss  the  results  of  our  evaluations  of  key  elements  of 
U.S.  assistance  to  the  newly  independent  states  of  the  former  Soviet  Union  (FSU).  As 
you  know,  the  U.S.  bilateral  effort  to  help  FSU  republics  transition  to  democratic  societies 
with  market  economies  has  been  an  extraordinary  undertaking.  At  least  23  U.S. 
government  departments  or  agencies  obligated  $5.4  billion  for  technical  assistance, 
exchange  programs,  training,  food  and  commodity  donations,  and  other  projects  through 
215  separate  programs.  An  additional  $10  billion  was  made  available  for  loans, 
guarantees,  and  insurance  from  fiscal  year  1990  through  December  1994.^ 

At  a  recent  hearing  before  this  Committee,  executive  branch  witnesses  described  the 
overall  program  objectives  for  this  large  infusion  of  assistance,  so  I  will  not  discuss  them 
at  length.   But  as  context,  it  is  important  to  recall  that  U.S.  objectives  are  to 

-  help  establish  open  and  competitive  market  economies, 

-  promote  democratic  governments  and  civil  societies,  and 

~  enhance  U.S.  national  security  through  cooperative  threat  reduction. 

Our  work  over  the  past  few  years  has  focused  on  the  following  questions: 

-    Has  the  executive  branch  established  an  effective  mechanism  and  structure  for 
ensuring  program  and  policy  coordination  among  federal  agencies  as  called  for  in  the 
Freedom  Support  Act? 

"  Have  assistance  projects  managed  by  the  U.S.  Agency  for  International  Development 
(USAID)  which  is  responsible  for  most  of  the  direct  assistance  projects,  met  their 
objectives  and  contributed  to  systemic  reform,  and  were  there  common  characteristics 
that  contributed  to  their  successful  or  unsuccessful  outcome? 

-  Has  the  Department  of  Defense's  (DOD)  Cooperative  Threat  Reduction  (CTR) 
program  stayed  on  schedule,  have  its  objectives  been  achieved,  has  the  Department 
implemented  an  auditing  and  evaluation  plan,  and  what  are  its  long-term  prospects? 


'For  information  on  the  (1)  source  of  funds  based  on  budget  function  classification,  (2) 
agencies  involved  with  programs  in  the  FSU,  (3)  expenditures  for  each  FSU  country,  (4) 
per  capita  expenditures  by  country,  and  (5)  expenditures  by  program  area,  see  appendix 
I.   More  detailed  information  on  bilateral  programs  in  the  FSU  is  contained  in  our  report 
entitled  Former  Soviet  Union:   Information  on  U.S.  Bilateral  Program  Funding 
(GAO/NSIAD-96-37,  Dec.  15,  1995). 
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SUMMARY  OF  OBSERVATIONS 

In  summary,  our  work  has  shown  that  until  about  April  1995,  when  the  President 
strengthened  the  role  and  authority  of  the  Coordinator  for  assistance  to  the  FSU,  the 
program  lacked  effective  coordination.   Evidence  over  the  past  several  months  indicates 
that  this  situation  has  markedly  improve. 

The  USAID  projects  we  examined  in  Russia,  both  those  aimed  at  helping  to  promote 
economic  reform  and  fostering  the  transition  to  democracy,  have  had  mixed  results,  but 
the  successful  projects  generally  had  common  features:  they  had  strong  support  at  all 
levels  of  the  Russian  government,  they  were  fairly  broad  in  scope,  and  their  sustainability 
was  a  consideration  from  the  projects'  beginning. 

The  CTR  program  has  made  progress  over  the  past  year,  and  the  long-term  prospects  for 
achieving  its  objectives  appear  promising;  nevertheless  it  still  has  numerous  challenges 
and  problems  to  overcome. 

With  that  overview,  let  me  now  go  into  a  little  more  detail  on  each  of  these  issues. 

Coordination  of  FSU  Program 

We  reported  in  February  that  the  U.S.  bilateral  assistance  and  economic  cooperation 
programs  lacked  effective  coordination.  Although  the  Coordinator  had  issued  strategy 
papers  on  assistance  to  and  economic  cooperation  with  the  FSU,  these  documents  did 
not  clearly  articulate  the  strategy  for  achieving  the  goals  of  the  Freedom  Support  Act. 
Also,  coordination  among  agencies  was  poor,  and  there  were  continual  disagreements 
primarily  among  USAID  and  other  implementing  agencies.   Finally,  and  the  Coordinator 
had  no  authority  over  some  assistance  to  the  FSU.' 

in  March,  State  and  USAID  officials  acknowledged  these  problems  and  told  this 
Committee  that  improvements  would  be  made.  You,  and  others,  asked  that  we  evaluate 
the  promised  improvements  in  the  coordination  process.   We  are  pleased  to  report  today' 
that  (1)  the  FSU  Coordinator's  role  has  significantly  expanded,  and  his  authority  over  the 
total  effort  has  been  strengthened,  although  we  believe  there  may  be  a  continuing 
problem  regarding  the  anti-crime  assistance  activities,  and  (2)  interagency  cooperation  in 
implementing  Freedom  Support  Act  programs  has  improved,  with  fewer  disagreements  on 
program  content.   With  regard  to  the  anti-crime  effort,  we  noted  that  it  has  not  been  fully 


'Former  Soviet  Union:   U.S.  Bilateral  Program  Lacks  Effective  Coordination  (GAO/NSIAD- 
95-10,  Feb.  7,  1995). 

^Former  Soviet  Union:   An  Update  on  Coordination  of  US.  Assistance  and  Economic 
Cooperation  Programs  fGAO/NSIAD-96-16.  Dec.  15.  1995). 


146 


integrated  into  the  rule-of-law  programs  or  economic  restructuring  programs  in  order  to 
maximize  the  benefits  of  all  these  activities.   For  example,  the  anti-crime  program  has  not 
been  integrated  with  banking  reform,  privatization,  or  capital  markets  development,  all 
areas  susceptible  to  financial  crimes. 

We  remain  concerned  about  the  difficulty  that  the  lack  of  a  clearly  articulated  strategy  for 
achieving  the  Freedom  Support  Act  objectives  continues  to  pose  for  the  administration  as 
it  attempts  to  develop  criteria  for  determining  when  countries  no  longer  require  assistance 
in  transitioning  to  open  and  competitive  market  economies  and  developing  democratic 
governments  and  civil  societies.  We  recently  began  a  more  detailed  study  of  this  issue. 

Assistance  Projects  in  Russia 

The  U.S.  government  has  provided  assistance  to  Russia  and  the  other  FSU  countries  to 
help  them  transition  to  market  economies  and  more  democratic  societies.  We  have 
evaluated  specific  projects  in  both  of  these  areas. 

In  August  1995,  we  provided  our  assessment  of  10  selected  USAID  projects  in  Russia." 
We  evaluated  the  program  building  blocks  to  determine  whether  each  project  had  met  its 
objectives,  contributed  to  systemic  reform,  and  would  be  sustainable.   What  we  found 
were  mixed  results: 

-  Two  projects  (coal  industry  restructuring  and  housing  sector  reform)  met  alt  their 
objectives. 

--    Five  projects  (voucher  privatization,  officer  resettlement,  small  business  development, 
district  heating,  and  agribusiness  partnerships)  met  some,  but  not  all,  of  their 
objectives. 

-  Three  projects  (health  care,  commercial  real  estate,  and  environmental  policy)  met  few 
or  none  of  their  objectives. 

Three  projects  (coal  industry  restructuring,  voucher  privatization,  and  housing  reform) 
were  contributing  significantly  to  systemic  reform-that  is,  they  were  leading  to 
fundamental  structural  changes-whereas  the  other  7  projects'  contribution  to  systemic 
reform  was  likely  to  be  limited. 

Thesuccessful  projects  had  certain  common  characteristics  that  were  lacking  in  the  less 
successful  projects.  Successful  projects  had  strong  support  and  involvement  at  all  levels 
of  the  Russian  government  (at  the  local  and  Federation  levels),  a  long-term  physical 


"Foreign  Assistance:   Assessment  of  Selected  USAID  Projects  in  Russia  (GAO/NSIAD- 
95-156,  Aug.  3,  1995). 
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presence  by  U.S.  contractors  in  Russia,  and  a  relatively  broad  scope;  they  supported  a 
Russian  initiative;  and  sustainability  was  built  into  the  projects'  design.   For  example,  in 
the  housing  sector  project,  a  series  of  pilot  activities  related  to  housing  maintenance, 
mortgage  lending,  rent  reform,  and  property  rights  could  be  replicated  in  many  parts  of 
the  country.   Critical  to  a  project's  success  was  the  degree  to  which  Russian  officials  were 
committed  to  reform  in  a  particular  sector. 

Our  preliminary  evaluation  of  projects  intended  to  promote  democratic  reforms  in  Russia, 
including  efforts  to  support  and  promote  pro-democracy  political  activists  and  political 
parties,  pro-reform  trade  unions,  court  systems,  legal  academies,  and  the  media, 
indicated  that  U.S.  funded  democracy  programs  have  contributed  to  the  democracy 
movement  in  Russia.   Organizations  and  institutions  at  the  center  of  the  democratic 
reform  process  have  been  identified  and  supported,  as  have  thousands  of  Russian 
activists  working  at  these  organizations  at  the  national,  regional,  and  local  levels. 

However,  individual  democracy  projects  had  mixed  results  in  meeting  their  stated 
developmental  objectives.  Although  many  grantees  provided  valuable  assistance  to 
Russian  reformers,  in  only  three  of  the  six  areas  reviewed-independent  media,  electoral 
assistance,  and  trade  union  development-did  projects  contribute  to  significant  changes  in 
Russia's  political,  legal,  or  social  system.   Projects  in  the  areas  of  political  party 
development,  rule-of-law,  and  civil/military  relations  have  had  considerably  less  impact. 
Our  analysis  indicated  that  the  most  important  factor  determining  project  impact  was  the 
conduciveness  of  the  Russian  environment  to  reform  rather  than  project  management 
problems,  although  in  one  area,  the  rule  of  law,  the  project  got  off  to  a  slow  start  because 
of  project  implementation  problems.   In  judging  the  effectiveness  of  democracy  initiatives, 
one  needs  to  have  realistic  expectations  and  recognize,  as  some  State  and  USAID 
officials  indicated,  that  democratic  reform  in  Russia  may  not  be  consolidated  as  quickly 
as  initially  anticipated.   These  officials  indicated  that  some  form  of  assistance  to  help 
Russia  and  the  other  FSU  countries  develop  strong  democracies  may  be  needed  long 
after  assistance  efforts  in  the  economic  reform  arena  have  been  ended. 

Now  let  me  turn  to  DOD's  efforts  to  reduce  the  threat  from  weapons  of  mass  destruction 
inherited  by  FSU  countries. 

The  CTR  Program 

As  I  earlier  indicated,  progress  is  being  made  in  meeting  the  goals  of  the  CTR  program, 
but  there  are  still  many  challenges  and  problems  to  overcome. 

In  1991,  Congress  authorized  the  DOD  to  establish  a  CTR  program  to  help  FSU  states 
(essentially  Russia,  Ukraine,  Belarus,  and  Kazakstan) 

-   destroy  FSU  weapons  of  mass  destruction. 
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--    store  and  transport  those  weapons  in  connection  with  their  destruction,  and 

--    reduce  the  risk  of  proliferation  from  the  FSU. 

Between  fiscal  year  1992  and  1995,  Congress  provided  about  $1.2  billion  to  achieve 
these  objectives.'   DOD  has  undertaken  more  than  50  CTR  projects  since  the  program 
began.   It  had  obligated  about  $880  million  and  spent  about  $362  million  as  of 
December  5,  1995,*  indicating  a  significant  acceleration  in  program  expenditures  over  a 
year  ago.   DOD  has  allocated  almost  three-fourths  of  its  CTR  funds  for  dismantling  and 
destroying  strategic  delivery  vehicles  and  chemical  weapons  and  for  storing  and 
transporting  nuclear  weapons  and  components.     Beginning  in  fiscal  year  1996,   several 
CTR  projects  not  directly  related  to  these  two  objectives  (e.g.,  the  International  Science 
and  Technology  Center,  nuclear  materials  controls  and  accountancy,  and  export  control 
improvements)  will  turned  over  to  the  Departments  of  State,  Energy,  and  Commerce. 

In  1994,  we  reported  that  DOD  had  not  estimated  total  requirements  for  achieving  CTR 
objectives  and  that  its  annual  requests  for  $400  million  were  driven  primarily  by 
perceptions  of  congressional  acceptability.'  We  recommended  that  the  Secretary  of 
Defense  institute  a  proactive,  long-term  CTR  planning  process  to  help  DOD  allocate  CTR 
funds  among  competing  demands  and  to  guide  preparation  of  annual  budgets.     DOD 
accepted  our  recommendation,  and  Congress  required  DOD  to  include  such  a  plan  and  a 
total  cost  estimate  as  part  of  its  fiscal  year  1 996  budget  justification  materials."  We  are 
currently  assessing  DOD's  multiyear  plan  at  the  request  of  the  House  Budget  Committee. 

In  June  1995,  we  reported  that,  by  some  measures,  the  CTR  program  had  made  progress 
and  its  long-term  prognosis  for  achieving  its  objectives  appeared  promising.' 
Nevertheless,  we  noted  that  the  overall  direct  material  impact-as  contrasted  with  the 


'The  fiscal  year  1996  Defense  Appropriations  Act,  includes  $300  million  for  the  CTR 
program. 

•^DOD  generally  provides  goods  and  services,  rather  than  direct  cash  payments,  to  CTR 
recipients. 

'Weapons  of  Mass  Destruction:   Reducing  the  Threat  From  the  Former  Soviet  Union 
(GAO/NSIAD-95-7,  Oct.  1994). 

'Congress  called  for  an  estimate  of  total  U.S.  expenditures  required  to  achieve  CTR 
objectives  and  a  multiyear  plan  "for  the  use  of  amounts  and  other  resources  provided  by 
the  United  States  for  CTR  projects  and  to  provide  guidance  for  the  preparation  of  annual 
budget  submissions." 

^Weapons  of  Mass  Destruction:   Reducing  the  Threat  From  the  Former  Soviet  Union-An 
JJfiUalfi  (GAO/NSIAD-95-165,  June  9,  1995). 
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diplomatic  or  negotiating  impact--of  CTR  assistance  provided  as  of  June  1995  had  been 
limited  and  the  program  still  had  to  overcome  numerous  challenges  and  problems  to 
realize  its  long-term  objectives.   Let  me  make  it  clear  that  some  CTR  projects  appeared 
to  have  already  had  a  direct  material  impact--for  example,  they  facilitated  the  return  of 
hundreds  of  nuclear  warheads  from  Ukraine  to  Russia-but  the  overall  material  impact  of 
actual  CTR  assistance  provided  had  been  limited.  This  was  due  in  part  to  (1)  the  long- 
term- nature  of  several  key  projects,  such  as  a  fissile  material  storage  facility,  which  were 
still  in  their  early  stages;  (2)  the  fact  that  significant  deliveries  of  key  CTR  aid  did  not 
begin  until  1994;  and  (3)  difficulties  in  working  with  the  Russians  in  resolving  certain  key 
issues. 

An  example  of  these  issues  concerns  Russia's  proposed  chemical  weapons  destruction 
facility.   The  United  States  and  Russia  have  yet  to  agree  on  the  applicability  of  a  Russian 
technology  to  be  used  in  a  chemical  weapons  destruction  facility.     Even  if  the  United 
States  and  Russia  do  agree  on  the  applicability  of  a  technology  by  March  1996,  as 
currently  scheduled,  and  the  facility  is  completed  on  schedule,  uncertainties  concerning 
resources,  schedules,  and  costs  may  compromise  Russia's  ability  to  destroy  its  chemical 
weapons  stockpile  in  compliance  with  the  Chemical  Weapon  Convention's  anticipated 
timetables  (assuming  the  Convention  enters  into  force  in  1996). 

Our  work  also  indicated  that  although  DOD  had  made  some  progress  in  its  first  year  of 
CTR  audits  and  examinations,  DOD's  report  to  Congress  contained  incomplete,  outdated, 
and  inaccurate  data.'°  We  concluded  that  the  limited  number  of  projects  reviewed  by 
DOD  raised  some  doubt  about  the  validity  of  DOD's  overall  determination  that  CTR 
assistance  was  being  used  as  intended.  According  to  DOD's  report,  this  determination 
was  based  on  information  on  9  of  23  projects  for  which  CTR-provided  assistance  was 
being  used.   Of  these  nine  projects,  only  three  had  actually  been  audited.  Other  sources 
of  information  for  the  projects  included  random  observations  by  U.S.  technical  teams, 
recipient-provided  data,  and  data  derived  by  national  technical  means.   DOD  agreed  with 
our  recommendation  that  any  future  reports  (1)  contain  accurate  data,  (2)  integrate 
sources  of  data  on  CTR  aid  to  show  how  it  is  being  accounted  for  and  is  being  used,  (3) 
link  this  data  to  its  overall  determination,  and  (4)  provide  more  information  on  planned 
audits  and  examinations. 


Mr.  Chairman,  this  concludes  my  remarks.   I  would  be  pleased  to  respond  to  any 
questions  you  or  other  members  may  have. 


'"Weapons  of  Mass  Destruction:   DOD  Reporting  on  Cooperative  Threat  Reduction  Can 
Be  Improved  (GAO/NSIAD-95-191,  Sept.  29.  1995). 
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Table  1.1:  Obligations  and  Expenditures  for  All  Agencies  for  All  Noncredit  Programs  and 
for  Donations  (Fiscal  Year  1990  through  December  31,  1994) 

Dollars  in  thousands 


0MB  budget  function 
classification* 

Obligations 

Expenditures 

050  Defense 

$749,124 

$374,052 

1 50  International  Affairs 

2,854.879 

1,543,387 

250  General  Science 

249,370 

128,263 

270  Energy 

53,787 

28,881 

300  Natural  Resources 

2,602 

2,450 

350  Agriculture 

778,600 

687,230 

370  Commerce 

1,500 

64 

400  Transportation 

9,056 

5,957 

550  Health 

19,763 

19,724 

750  Justice 

119 

119 

800  General  Government 

14 

14 

Value  of  donated 
commodities 

652,150" 

699,527" 

Total 

$5,370,964 

$3,489,668 

*To  determine  the  Office  of  (Management  and  Budget  (0MB)  budget  function  classification 
for  agency  programs,  we  asked  agencies  to  provide  the  appropriation  source  used  to 
finance  their  programs.  We  then  assigned  0MB  budget  function  classifications  to  the 
appropriation  sources,  based  on  our  knowledge  about  the  purposes  of  each  program  and 
budget  account  descriptions  in  the  U.S.  budget. 

"For  donations,  obligations  represent  the  estimated  value  of  signed  donation  agreements 
plus  estimated  transportation  costs.   Expenditures  are  the  estimated  values  of  donated 
commodities  actually  shipped  plus  the  transportation  costs  incurred.   Expenditures  are 
shown  greater  than  obligations  because  of  increases  in  commodity  prices  between  the 
time  the  agreements  were  signed  and  when  the  commodity  was  actually  shipped. 
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Table  1.2:  Obligations  and  Expenditures  by  Implementing  Agency  for  Noncredit  Programs 
(Rscal  Year  1990  ttirough  December  31,  1994) 

Dollars  in  thousands 


Agency 

Obligations 

Percent  of 

total 

obligations 

Expenditures 

Percent  of 
obligations 
expended 

USAID 

$1,983,051 

36.92 

$851,391 

42.93 

USDA 

1,638,660 

30.51 

1.577,006 

96.24 

DOD 

823,282 

15.33 

482,772 

58.64 

NASA 

235,296 

4.38 

117,830 

50.08 

Department  of 
1  Energy 

231,035 

4.30 

122,535 

53.04 

U.S.  Information 
Agency 

219,326 

4.08 

162,427 

74.06 

Department  of 
State 

83,751 

1.56 

70,848 

84.59 

Peace  Corps 

33.813 

0.63 

32,908 

97.32 

Trade  and 

Development 

Agency 

31,274 

0.58 

11,447 

36.60 

Department  of 
Commerce 

22,796 

0.42 

9,020 

39.57 

Department  of 
Health  and 
Human  Services 

23,512 

0.44 

22,629 

96.24 

Treasury 
Department 

11.095 

0.21 

6.006 

54.13 

Department  of 
1  Interior 

8.397 

0.16 

2.118 

25.22 
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Nuclear 

Regulatory 

Commission 

6,950 

0.13 

4,142 

59.60 

National  Science 
Foundation 

6,377 

0.12 

6,377 

100.00 

Environmental 

Protection 

Agency 

6,145 

0.11 

5,682 

92.47 

Overseas  Private 

Investment 

Corporation 

2,814 

0.05 

1,881 

66.84 

Department  of 
Transportation 

1,407 

0.03 

1,229 

87.35 

Arms  Control 
and 

Disarmament 
Agency 

814 

0.02 

598 

73.46 

Congressional 

Research 

Service 

721 

0.01 

375 

52.01 

Department  of 
Justice 

414 

0.01 

414 

100.00 

Securities  and 

Exchange 

Commission 

34 

0.00 

33 

97.06 

1  TOTALS 

$5,370,964 

100.00 

$3,489,668 

64.97 

Note:  The  figures  in  this  table  represent  which  agency  expended  the  funds.    For  funds 
transferred  between  agencies,  we  used  the  recipient  agency's  data  for  obligations  and 
expenditures. 
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Table  1.3:  Expenditures  by  Country,  Noncredit  Programs  (Fiscal  Year  1990  Through 
December  31,  1994) 

Dollars  in  thousands 


Country 

Total 
expenditures 

^ 1 

Percent  of  total 
expenditures 

Russia 

$1,661,064 

47.60 

Armenia 

350.897 

10.06 

FSU-wide 

258,330 

7.40 

Ukraine 

253,794 

7.27 

Georgia 

243,301 

6.97 

Kyrgyzstan 

156,012 

4.47 

Belarus 

136,677 

3.92 

Kazakhstan 

128.201 

3.67 

Moldova 

68,772 

1.97 

Tajikistan 

64,235 

1.84 

Turkmenistan 

63,909 

1.83 

Azerbaijan 

52.198 

1.50 

Uzbekistan 

32,608 

0.93 

Soviet  Union 

12,527 

0.36 

Non-Russia  FSU^ 

4,716 

0.14 

Nuclear  Weapon 
States" 

2.429 

0.07 

Total 

$3,489,668 

100.00 

^Expenditures  for  programs  where  the  agency  could  provide  a  specific  country  breakout, 
but  knew  nothing  was  expended  in  Russia. 

*"  Russia,  Ukraine,  Belarus,  and  Kazakhstan. 
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Table  1.4:  Per  Capita  Expenditures  by  Country,  Noncredit  Programs,  Fiscal  Year  1990 
Through  December  31,  1994 


Country 

Population' 
(thousands) 

Per  capita 
expenditures" 

Armenia 

3,625 

$96.80 

Georgia 

5,429 

$44.82 

Kyrgyzstan 

4,476 

$34.86 

Turkmenistan 

3,983 

$16.05 

Moldova 

4,355 

$15.79 

Belarus 

10.300 

$13.27 

Tajikistan 

5,704 

$11.26 

Russia 

148,200 

$11.21 

Kazakhstan 

16,683 

$7.68 

Azerbaijan 

7,457 

$7.00 

Ukraine 

51,700 

$4.91 

Uzbekistan 

22,192 

$1.47 

Total 

284,104 

$11.30 

'Population  data  are  1994  figures  from  PlanEcon  Review  and  Outlook  for  the  Former 
Soviet  Rer^uhllRs   (Aug.  1995). 

"Calculations  for  this  table  exclude  expenditures  for  the  following  categories  of  table  1.3: 
FSU-wide,  Non-Russian  FSU,  Soviet  Union,  and  Nuclear  Weapon  States. 
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Table  1.5:  Obligations  and  Expenditures  by  Program  Area,  Noncredit  Programs  (Fiscal 
Year  1990  Through  December  31,  1994) 

Dollars  in  thousands 


Program  area 

Obligations 

Percent  of 

total 

obligations 

Expenditures 

Percent  of 

total 

expenditures 

Food  aid 

$1,548,559 

28.83 

$1,446,576 

41.45 

Private  sector 
development 

765.735 

14.26 

307,081 

8.80 

Emergency 

humanitarian 

assistance 

608,910 

11.34 

574,704 

16.47 

Weapons  of 

mass 

destruction 

367,655 

6.85 

88,290 

2.53 

Democratic 
reform 

306,701 

5.71 

187,052 

5.36 

Energy 

289,662 

5.39 

129,337 

3.71 

Other 

269,177 

5.01 

252,544 

7.24 

Space  research 

227,553 

4.24 

112.888 

3.23 

Exchanges  and 
training 

188,324 

3.51 

109.928 

3.15 

Environment 

187,596 

3.49 

72.189 

2.07 

Resettlement  for 
military  officers/ 
housing 

172,447 

3.21 

16,008 

0.46 

Food  systems 
improvement 

111,132 

2.07 

49.381 

1.42 

Economic 
restructuring  & 
finance 

110.089 

2.05 

51.473 

1.48 

12 
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1  Health  care 
improvement 

87,537 

1.63 

41.296 

1.18 

Defense 
conversion 

72,838 

1.36 

14,300 

0.41 

U.S.  export 

market 

development 

32,314 

0.60 

12,487 

0.36 

Scientific 
research  awards 

21,432 

0.40 

20,831 

0.60 

Military 

education  and 
1  training 

3,303 

0.06 

3,303 

0.09 

1  Total 

$5,370,964 

100.00 

$3,489,668 

100.00 
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Seattle  Region  until  1968,  at  which  time  he  was  assigned  to  GAO's 
Far  East  Branch,  Manila  suboffice. 
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Taken  Question 

Submitted  to 

Ambassador-Designate  James  F.  Collins 

Senior  Coordinator 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Congressman  Benjaimin  Gilman 

Chairman,  House  International  Relations  Committee 

November  14,  1995 


Gilman' s  Statement : 

with  regard  to  Russian  arms  sales  to  communist  China,  how 
concerned  should  we  be  with  the  sale  of  the  new  military 
technology  being  furnished  to  the  Chinese  by  the  Russians?   Are 
Russian  arms  and  technology  sales  a  significant  factor  in 
helping  China  build  a  longer  range  military  force  projection 
capability?   Mr.  Collins? 


Collins'  Statement: 

Mr.  Chairman,  I,  if  you  will  permit  me,  would  like  to  take  that 
question  and  get  back  to  you  in  writing.   I  frankly  am  just  not 
an  authority  on  China,  but  I  would  like  to  consult  my 
colleagues  and  give  you  a  written  reply. 

Written  Statement; 

The  U.S.  supports  the  right  of  nations  to  arm  themselves  to 
ensure  their  legitimate  national  defense.   We  seek  to 
discourage  sales  which  upset  regional  military  balances, 
provide  significant  new  capabilities  heretofore  unknown  in  a 
particular  region,  or  notably  increase  the  capabilities  of 
states  which  threaten  our  core  security  interests  or  those  of 
our  allies. 

Russia's  sales  to  date  of  military  technology  to  China  have 
not  been  a  significant  factor  in  helping  China  build  a 
longer-range  military  force  projection  capability. 

Russia  is  a  leading  exporter  of  arms,  and  China  is  a 
lucrative  market  for  Russian  foreign  military  sales. 

However,  Russia  also  has  a  4000  km  land  border  with  China, 
and  some  of  Russia's  important  Pacific  naval  bases  lie 
close  to  the  Chinese  border.   The  extent  of  China's 
capacity  to  project  force  —  whether  to  the  South  China  Sea 
or  the  environs  of  Vladivostok  —  is  of  permanent  concern 
to  Russia,  which  must  ever  be  mindful  of  the  long-term 
consequences  of  any  arms  transfers. 
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Russia's  military  sales  have  primarily  aided  China's  air 
and  coastal  defense  capacity,  and  represent  only  marginal 
improvements  in  China' s  ability  to  project  force  beyond  its 
shores.   For  example,  one  system  China  has  received  from 
Russia,  the  SU-27  air  superiority  interceptor,  has  longer 
range  than  fighters  previously  in  the  Chinese  inventory, 
but  its  primary  value  is  in  defense  against  attacking 
aircraft.   Likewise,  Kilo  class  submarines  are  harder  to 
detect,  but  have  no  standoff  missile  capability. 

Naturally,  we  are  continuing  to  monitor  Russian  arms  sales 
to  China. 
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REVISIONS  IN  THE  CONVENTIONAL  FORCES  IN  EUROPE  TREATY: 

Mr.  Collins,  NATO  has  entered  into  negotiations  with  Russia 
intended  to  allow  it  to  place  more  conventional  weaponry  in  its 
military  districts  located  near  the  independent  Baltic  states 
cuid  near  the  independent  Caucasus  states  theui  it  is  now  legally 
allowed  to  do  under  the  CFE  Treaty. 

Question; 

1.   First,  where  is  the  threat  to  Russia  that  it  thinks  it 
needs  more  weapons  on  the  borders  of  the  Baltic  and  Caucasus 
states? 


Answer: 

Russian  authorities  have  said  that  they  need  the 
flexibility  to  deploy  additional  equipment  cdsove  that  permitted 
by  the  1990  CFE  Treaty  in  the  flank  region  because  of 
instability  in  the  Caucasus.  They  have  made  no  reference  to 
similar  problems  in  the  north.  Moscow  has  said  it  is  committed 
to  meeting  all  other  CFE  obligations,  including  the  Treaty's 
overall  equipment  ceilings,  but  that  the  flank  limits  affecting 
Russia  are  too  constraining  to  allow  them  to  meet  their 
security  concerns.  All  30  parties  to  the  Treaty  agree  that  the 
problem  of  fleuik  limits  as  raised  by  Russia  and  Ukraine  should 
be  addressed  through  a  combination  of  measures  agreed  in  a 
cooperative  fashion  cmd  acceptcd^le  to  all  parties  to  the 
Treaty.  We  are  involved  in  continuing  negotiations  with  the 
Russieuis  and  other  interested  parties  aimed  at  an  early, 
balanced  resolution  to  this  problem. 
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Question: 

2.   Second,  if  Russia  feels  a  threat  in  its  North  Caucasus 
region  --  say  from  the  separatist  forces  in  Chechnya  --  then 
let  it  move  its  considercible  conventional  weapons  north  and  out 
of  Armenia  cind  Georgia.   I  believe  that  will  still  allow  it  to 
remain  within  the  limits  of  the  CFE  Treaty. 


Answer; 

Since  the  issue  of  Russian  forces  stationed  on  non-Russian 
territory  is  important  to  us,  we  have  made  clear  that  as  part 
of  any  agreement,  the  Russian  federation  must  restate  its 
readiness  to  edjide  by  the  CFE  treaty  obligation  not  to  station 
forces  on  the  territory  of  any  state  without  its  consent .   This 
is  one  of  the  commitments  contained  in  the  NATO  flank  proposal, 
and  it  is  in^jortant  to  achieving  a  positive  outcome. 
Furthermore,  the  Russians  on  November  17  committed  to  a 
time-line  to  eliminate,  through  withdrawal  or  reduction,  excess 
equipment  from  the  flank  region,  as  part  of  any  solution  to  the 
flank  problem. 
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Question: 

3.  Finally,  isn't  it  fair  to  say  that  the  Russian  military 
singly  wants  to  gain  this  revision  in  the  CFE  Treaty  in  order 
to  make  it  more  clear  to  the  small,  independent  states  in  the 
Baltic  and  Caucasus  regions  that  it  is  the  10,000  pound  gorilla 
on  the  block  and  that,  when  push  comes  to  shove,  no  one  in  the 
US  is  going  to  refuse  Russiem  demands  for  a  dominant  position 
in  the  territory  of  the  former  Soviet  Union? 

Answer : 

The  prosperity,  stability,  euad  independence  of  the  states 
in  the  Baltic  eind  Caucasus  regions  is  importemt  to  us,  and  our 
approach  would  not  permit  Russia  to  keep  current  equipment 
levels  in  place.   In  fact,  based  on  the  latest  notification  of 
Russian  equipment  deployments,  Russia  would  be  required  to  make 
substantial  withdrawals  from  the  flank  region  to  meet  flank 
limits.   We  also  view  CFE  as  one  element,  of  mauiy,  in  our 
effort  to  build  stc±)ility  in  the  Baltic  cind  Caucasus  regions. 
The  AIOC  decision  to  sponsor  multiple  pipelines  to  carry  early 
oil  west  from  the  Caspicui  fields,  for  exanple,  is  also 
iit^jortant  for  the  future  stcd>ility  and  prosperity  of  the  three 
Caucasus  states. 

We  have  made  clear  to  the  Russicuis  that  any  solution  to  the 
flemk  issue  cannot  be  by  \inilateral  assertion.  Rather  it  must 
be  a  cooperative  solution  that  takes  into  account  the  interests 
eind  concerns  of  all  parties  involved,  had  accordingly,  we  have 
stressed  that  agreement  on  the  flcuik  problem  would  be  a  package 
approach  --  NATO  cemnot  chsmge  the  map  if  the  security  of  any 
State  Party  is  diminished. 
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Question: 

4.   What  is  the  status  of  Ukraine's  adherence  to  the  provisions 
of  the  CFE  Treaty? 

Answer: 


Ukraine  has  met  its  CFE  reduction  liabilities  but  cannot 
meet  its  share  of  the  additional  Russian-Ukrainian  Naval 
Infantry/Coastal  Defense-associated  reduction  obligation  until 
the  conclusion  of  an  agreement  on  the  Black  Sea  Fleet . 
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Question: 

5.   What  is  the  status  of  the  proposed  sale  of  Russian  light 
water  reactors  to  Iran? 


Answer: 

Several  hundred  Russicui  technicians  have  been  at  the 
Bushehr  site  for  a  number  of  months,  doing  site  surveys  and 
preparation  for  construction  of  one  WER-IOOO  light  water 
nuclear  power  reactor.   In  January  1995,  Russia  and  Iran  signed 
a  contract  for  Russia  to  install  such  a  reactor  in  facilities 
partially  completed  by  the  German  firm  Siemens,  but  which 
Siemens  abandoned  after  the  1979  revolution.   In  August  1995, 
officials  in  Russia's  Ministry  of  Atomic  Energy  (MINATOM)  said 
that  they  expect  to  begin  construction  on  the  WER-IOOO  by  the 
end  of  this  year;  they  recently  announced  ground- clearing 
operations  were  under  way  at  the  Bushehr  site.   Russia  and  Iran 
also  concluded  a  ten-year  fuel-supply  contract  in  late  August 
1995.   Fuel  deliveries  would  commence  in  about  five  years- -upon 
completion  of  this  unit.   President  Yeltsin  stated  in  May  1995, 
however,  that  Russia  would  exclude  from  any  nuclear  cooperation 
with  Iran  all  components  which  Russia  believes  have  the 
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potential  for  miltiary  benefit;  in  this  context,  the  Russian 
President  committed  not  to  sell  a  gas  centrifuge  uranium 
enrichment  plant  to  Tehran. 

Russian  and  Iranian  officials  are  also  at  various  stages  of 
agreement  on  the  sales  of  three  additional  LWRs  for  the  Blshehr 
site  (an  additional  1000  MW  LWR  to  replace  the  second 
unfinished  German  unit)  and  two  WER  440  MW  LWRs.   A  MINATOM 
spokesman  said  on  September  6  that  construction  of  the  two  440 
reactors  could  only  begin  after  Bushehr  1  became  operational. 
The  second  1000  MW  unit  presumably  would  also  be  built  after 
the  first  was  completed. 

Russia  has  stated  its  intention  to  deliver  a  30-50  MW  light 
water  research  reactor  (and  possibly  other  small  research 
reactors,  less  than  1  MW  apiece)  and  to  open  discussions  on 
provision  of  a  desalinization  plant.   Under  a  previously  signed 
contract  the  Russians  are  currently  aiding  Iranian  efforts  to 
develop  a  uranium  mine.   Once  this  contract  is  completed  next 
year,  Russia  has  pledged  not  to  renew  it.   The  current  contract 
will  not  result  in  the  Iranians  developing  a  complete  uranium 
mining  capability.   While  Russia  has  agreed  to  provide  training 
for  Iranian  scientists  at  the  Moscow  Engineering  Physics 
Institute, . it  has  expressed  its  intention  to  limit  training  of 
Iranian  nuclear  specialists  to  those  areas  directly  applicable 
to  power  plant  operations.   The  Russian  Government  has  informed 
us  that  current  training  activities  are  taking  place  at  a 
simulator  for  the  type  of  reactor  being  constructed  in  Ircin. 
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Question: 

6.   What  further  can  the  U.S.  do  to  persuade  Russia  to  halt 
this  sale? 


Answer: 

The  Administration  has  made  the  issue  of  Russia's  proposed 
nuclear  cooperation  with  Ircin  a  subject  for  discussion  at  the 
highest  levels  of  this  government.   We  have  spared  no  occasion 
to  underscore  our  opposition  to  this  activity,  and  continue  to 
withhold  negotiations  on  all  commercial  nuclear  agreements  from 
Russia  as  proof  of  our  commitment  to  seeing  nuclear  cooperation 
with  Tehran  terminated. 

We  have,  in  particular,  engaged  in  a  very  focussed  dialogue 
between  Vice  President  Gore  and  Russicui  Prime  Minister 
Chernomyrdin.   These  discussions  have  been  detailed  and  frank. 
While  we  have  not  yet  reached  a  satisfactory  resolution  to  this 
problem,  we  believe  the  talks  have  provided  a  suitable, 
high-level. framework  for  Russia  to  consider  its  actions  in 
light  of  the  entire  U.S. -Russian  relationship. 
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It  may  take  up  to  two  years  before  Russia  transfers 
significant  reactor  material  and  equipment  to  the  Bushehr 
site.   We  believe  this  timeframe  provides  the  USG  with  the 
opportunity  to  pursue  this  issue  at  a  high  level  in  an  effort 
to  persuade  Russia  to  end  its  nuclear  cooperation  with  Iran. 
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Question: 

7.   What  kind  of  relationship  are  Russia  and  Iran  building? 
Are  they  in  fact  seeking  to  use  a  "partnership"  with  each  other 
to  control  the  countries  of  the  Caucasus  and  Central  Asia  which 
lie  between  them? 


Answer: 

Russia  and  Iran  are  both  greatly  interested  in  developments 
in  the  neighboring  states  in  the  Caucasus  and  Central  Asia. 
Russia  and  Iran  share  some  common  interests  in  the  region. 
These  include  a  complementary  approach  to  the  development  of 
energy  resources  in  the  Caspian  Sea  basin.   However,  as  in  any 
bilateral  relationship,  the  two  nations  have  differences  as 
well.   We  see  no  evidence  that  Russia  and  Iran  are  seeking  a 
"partnership"  to  "control"  the  Caucasus  and  Central  Asia. 
While  geopolitical  and  economic  realities  secure  Moscow,  and  to 
a  lesser  degree  Teheran,  an  influential  role  in  the  Caucasus 
and  Central  Asia,  these  same  realities  suggest  that  no  one 
nation  or  hypothetical  alliance  could  "control"  the  newly 
independent  states  in  these  regions . 
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Question; 

8 .   What  is  the  status  of  Russian  conventional  arms  sales  to 
Iran? 


Answer: 

At  the  September  1994  summit  in  Washington,  President 
Yeltsin  said  that  Russia  would  not  sign  any  new  arms  contracts 
with  Iran  and  would  soon  close  out  existing  contracts.   In 
their  June  1995  meetings  in  Moscow,  Vice  President  Gore  and 
Prime  Minister  Chernomyrdin  finalized  the  details  of  the 
Russian  commitment.   The  United  States  engaged  in  a  detailed 
exchange  of  information  with  Russia  prior  to  the  resolution  of 
this  issue  in  order  to  confirm  that  the  existing  contracts  are 
reasonably  limited  in  time  and  content  and  will  not  provide 
Iran  with  new  capabilities,  alter  the  military  balance  in  the 
region,  or  compromise  the  ability  of  the  United  States  or  its 
allies  to  protect  our  security  interests  in  the  region. 
Transfers  under  the  existing  Russian  contracts  should  be 
cotr^leted  in  a  few  years  and  do  not  involve  advauiced 
conventional  weapons  that  would  be  subject  to  sanctions  under 
the  Iran- Iraq  Arms  Nonproliferation  Act  of  1992.   We  would  note 
that  the  Russian  pledge  is  con^jrehensive  and  applies  not  only 
to  arms,  but  to  arms-related  technology  as  well.   Under 
Secretary  Lynn  Davis  has  provided  the  committee  a  detailed, 
classified  briefing  on  this  subject. 
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Question; 

Mr.  Collins,  a  very  high  level  Russian  delegation,  headed  by 
First  Deputy  Prime  Minister  Oleg  Soskovets  and  reported  to 
consist  of  forty  officials,  including  one  minister,  several 
deputy  ministers,  amd  the  Chief  of  the  Russicin  General  Staff, 
General  Mikhail  Kolesnikov,  recently  visited  communist  Cuba   in 
Qctober  cind  discussed  several  issues,  including  resumption  of 
construction  of  the  soviet-model  nuclear  reactor  at 
Cienfuegoes,  about  180  miles  south  of  US  territory  at  Key  West, 
Florida.  Agreement  was  reached  on  providing  $30  million  in 
Russian  government  credits  to  help  Cuba  maintain  the  site 
pending  resumption  of  construction. 

9.   How  can  Russia  afford  to  provide  such  credits  to  Qiba,  a 
very  high  credit  risk,  v;hen  Russia  itself  requires  significant 
assistance  from  the  US  and  other  members  of  the  "Paris  Clxib"  in 
rescheduling  --  deferring--  the  debts  that  Russia  owes  the  US 
and  cannot  repay? 

Answer: 

First,  it  should  be  noted  that  the  $30  million  credit  first 
surfaced  in  1993.   It  was  intended  to  mothball  the  plant,  but 
was  later  suspended  when  Havana  was  unable  to  make  hard 
currency  repayments. 

Regarding  Russicin  cibility  to  provide,  or  renew,  its  $30 
million  for  site  mainteneuice ,  I  should  first  note  that  the 
credit  was  intended  for  the  procurement  of  Russian  goods  and 
services  and  did  not  involve  a  monetary  transfer.   Moreover, 
this  sum  is  not  particularly  large  coit^ared  to  Russian 
obligations  to  service  its  more  than  $100  billion  foreign 
debt.  Given  Russian  concerns  about  erosion  of  their  industrial 
base,  I  can  imagine  that  provision  of  these  credits  to  keep 
open  the  option  of  assisting  in  the  completion  of  the 
Cienfuegoes  facility  might  have  some  commercial  attraction. 
From  our  point  of  view,  it  simply  throws  good  resources  after 
bad.   I  hope  the  Russians  come  to  realize  that. 
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Question: 

10 .   Why  should  the  US  continue  to  support  debt  rescheduling 
for  the  Russian  Government  if  it  continues  to  provide  official 
credits  to  such  high  risk  countries  for  such  ill-advised 
projects? 

Answet^: 


We  should  continue  to  support  debt  rescheduling  for  the 
simple  reason  that  it  is  in  our  interest  to  do  so.   An 
initial  series  of  debt  reschedulings  avoided  a  probable  default 
by  the  Russicui  government.   Rescheduling  Russian  debt  thus  has 
made  it  more  likely  that  creditors  will  be  repaid.   Avoiding  a 
default  through  rescheduling  also  has  furthered  the  process  of 
market -oriented  reform  by  opening  Russia  to  foreign  capital 
flows  destined  for  both  real  cuid  equity  investments. 
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Question: 

11.   What  is  the  United  States  prepared  to  do  should 
construction  of  a  Soviet-style  nuclear  reactor  actually  begin 
in  Ciiba? 


Answer : 

In  the  mid-1980' s,  prior  to  the  1992  decision  to  halt 
construction  of  the  Juragua  nuclear  power  facility  near 
Cienfuegos,  Cuba,  the  U.S.  engaged  the  former  Soviet  Union  in 
an  exchange  of  information  about  the  design  and  construction  of 
the  facility  and  asked  the  former  Soviet  Union  to  review 
specific  safety  concerns  raised  by  two  Cuban  emigres.   We  also 
supported  IAEA  activities  to  improve  safety  and  construction  of 
the  facility.   In  1989,  we  arranged  for  a  visit  to  Juragua  of  a 
Nuclear  Regulatory  Commission  official,  and  Cuban  experts 
visited  a  private  U.S.  nuclear  power  generating  facility. 

In  the  event  construction  were  to  proceed  (a  prospect  which 
remains  uncertain  given  Russia  and  Cuba's  difficulty  in 
locating  Western  compcuiies  willing  to  help  finance  the 
completion  of  the  facility),  the  U.S.  would  make  every  effort 
to  have  the  Cuban  Government  pursue  other  energy  alternatives, 
euid  failing  that  would  work  through  the  IAEA  and  other 
international  institutions  to  assure  that  the  facility  meets 
the  highest  international  standards. 
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Question: 

12.   How  do  you  respond  to  Ambassador  Swartz'  criticism  of  the 
U.S.  Government's  recent  policies  towards  Belarus? 


Answer: 

The  United  States  has  consistently  engaged  the  Government 
of  Belarus  at  the  highest  levels  ever  since  we  recognized 
Belarus  as  an  independent  country  in  1991.   Our  contacts  with 
Belarusian  officials  are  frequent  and  fruitful.   In  1993, 
then-Parliamentary  Chairman  Shushkevich  visited  Washington  and 
met  with  President  Clinton.   The  President  and  Mrs.  Clinton 
visited  Minsk  in  January  1994,  and  President  Clinton  had  an 
opportunity  to  meet  with  President  Lukashenko  in  Budapest  in 
late  1994  and  in  New  York  at  the  50th  anniversary  of  the  UN 
this  past  October. 

We  continue  to  look  for  creative  ways  to  encourage  Belarus' 
further  integration  with  the  West  and  the  continuation  of 
political  and  economic  reform.   In  October,  I  joined  Assistant 
Secretary  of  Defense  Ash  Carter  in  leading  a  successful 
inter-agency  mission  to  Minsk.   Both  the  Secretary  of  State  and 
Secretary  of  Defense  have  made  trips  there. 

The  U.S.  provides  technical  and  hunieuiitarian  aid  to 
Belarus,  including  total  obligations  of  $65  million  in 
Nunn-Lugar  assistance  for  the  safe  and  secure  dismantlement  of 
nuclear  weapons  since  the  program's  inception. 
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Question; 

13 .   When  can  we  expect  to  see  a  truly  meaningful  AID  economic 
and  political  reform  program  in  Belarus? 

Answer: 


The  U.S.  supports  a  variety  of  assistance  programs  for 
Belarus,  ranging  from  nuclear  weapons  dismantlement,  to  support 
for  the  transition  to  a  market  economy  and  democracy,  to 
humanitarian  assistance.   Since  Belarus  became  independent  in 
1991,  the  U.S.  has  obligated  nearly  $228  million  in  USDA  food 
assistance  and  nearly  $74  million  in  government  and  private 
humanitarian  shipments.   In  terms  of  technical  assistance,  the 
U.S.  has  obligated  $65  million  in  Nunn-Lugar  funds,  used  to  aid 
in  the  safe  dismantlement  of  nuclear  weapons.   Other  aid  comes 
under  the  rubric  of  the  Freedom  Support  Act,  which  has  made 
possible  programs  such  as  the  small-scale  privatization 
projects  operated  by  the  International  Finance  Corporation.   In 
FY  95,  the  U.S.  provided  a  total  of  $5.7  million  in  Freedom 
Support  Act  funds . 

Throughout  the  NIS,  the  U.S.  has  consistently  advocated  an 

"aid  follows  reform"  policy.   We  cannot  implement  large-scale 

reform-related  assistance  without  a  commitment  to  change  on  the 

part  of  the  host  government.   We  will  continue  to  look  for 

discrete  opportunities  to  promote  positive  change  in  Belarus  to 
the  extent  possible . 
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Question; 

14.   Isn't  it  fair  to  say  that  Belarus  has  now  essentially  been 
reincorporated  into  Russia  under  these  agreements? 


Answer: 

No.   The  people  of  Belarus  have  repeatedly  expressed  their 
will  to  remain  a  sovereign,  independent  country.   Most 
recently,  on  December  10,  1995,  solid  voter  turnout  resulted  in 
the  seating  of  a  fully  functioning  Parliament  in  Minsk.   The 
Lukashenko  government  has  repeatedly  voiced  its  opposition  to 
surrendering  sovereignty. 
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Question  for  the  Record 

Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at -Large 

for  the  New  Independent  States 

by  Chairman  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 


Belarus  has  also  agreed  to  allow  Russian  military  forces  and 
bases  on  its  territory  for  twenty-five  years. 

15.   How  should  we  interpret  these  two  developments  regarding 
Russian  troops  and  bases  in  Belarus? 


Answer : 

Belarus'  military  relations  with  Russia  are  quite  close. 
Russian  troops  remain  stationed  in  Belarus  in  conjunction  with 
strategic  rocket  forces  (SRF)  bases  and  other  military 
facilities.   Troops  affiliated  with  the  SRF  are  scheduled  to 
withdraw  by  1998.   A  Russian  air  defense  facility  and  naval 
communications  center  will  likely  stay  in  Belarus  under  joint 
military  agreements  reached  in  1992  and  1994 .   Those  agreements 
also  encompass  such  matters  as  joint  production  of  military 
items  and  access  to  Russian  military  academies  for  a  number  of 
Belarusian  officers  each  year. 

On  January  6,  1995,  Russia  and  Belarus  signed  a  "Defense 
Cooperation  Agreement"  that  permits  Russia  to  lease  bases  in 
Belarus  and  grants  Belarus  access  to  Russian  training  grounds. 
This  is  a  bilateral  security  agreement.   We  note  that  Russia 
and  Belarus  also  signed  "Friendship,  Neighborliness,  and 
Cooperation  Agreements"  on  Februaxy  20,  1995,  which,  inter 
alia,  call  for  mutual  respect  for  territorial  integrity  and  the 
inviolability  of  each  other's  borders. 
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Question  for  the  Record 

Sxibmitted  to 

Ambassador-designate  James  F.  Collins 

Office  of  the  Ambassador-at -Large 

for  the  New  Independent  States 

by  Chairman  Gilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

16.   Can't  one  make  a  case  that  Russia  has  now  extended  its 
military  defense  lines  to  the  borders  of  Polsmd? 


Answer: 

No.   Russia  and  Belarus  have  entered  into  political  and 
military  agreements  which  establish  a  broad  basis  for 
cooperation,  but  Belarus  remains  a  sovereign  and  independent 
state.   Respect  for  the  sovereignty  and  independence  of  the  New 
Independent  States  is  a  comerstore  of  our  policy  in  the  region. 

Poland  plays  a  key  role  in  estciblishing  the  stability  of 
the  Central  European  region.   We  are  encouraging  Poland  to 
establish  a  broad  range  of  contacts  with  all  neighbors  in  the 
region,  including  Belarus  and  Russia,  to  promote  good  relations 
and  cooperation.   We  further  note  that  one  of  the  goals  of  the 
Partnership  for  Peace  is  the  promotion  of  "good  neighborly" 
relations  among  the  member  states. 
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Question  for  the  Record 

Submitted  to 

Ambassador-designate  James  F.  Collins 

Office  of  the  Ambassador -at -Large 

for  the  New  Independent  States 

by  Chairman  Gilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

17.   What  does  this  mean  for  the  security  of  Poland, 
particularly  given  the  presence  of  large  numbers  of  Russian 
troops  to  the  north  of  Poland  in  the  Kaliningrad  enclave  of 
Russia? 


Answer: 

The  presence  of  Russian  troops  in  Belarus  and  Kaliningrad 
does  not  present  an  ipso  facto  threat  to  the  security  of 
Poland.   Russia  has  agreed  to  abide  by  the  principles  of  the 
Helsinki  Final  Act  which  prohibit  any  offensive  military 
action.   As  an  OSCE  participating  state,  Russia  also  has 
pledged  to  respect  the  territorial  integrity  of  other  member 
states. 

Additionally,  the  U.S.,  in  coordination  with  NATO,  the  WEU, 
the  OSCE,  and  directly  with  Russia  is  working  to  develop  a  new 
security  architecture  for  Europe  that  will  transcend  previous 
dividing  lines  and  help  foster  greater  security  and  stability. 
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Question  for  the  Record 

Submitted  to 

James  F.  Collins 

Senior  Coordinator  for  the  Office  of  the 

Ambassador  at  Large  for  New  Independent  States 

by  Chairman  GilmcUi 

Committee  on  International  Relations 

November  14,  1995 


Question: 

18.  Do  you  see  Ukraine  qualifying  to  become  a  member  of  the 
G-7  group  of  states  in  the  next  two  or  three  years?  If  not, 
why  not? 


Answer: 

Participation  in  the  G-7  is  esteiblished  by  consensus  among 
the  G-7  members.   We  have  no  indication  that  G-7  members 
believe  that  Ukraine  should  be  considered  for  G-7  membership. 
However,  we  welcome  and  encourage  Ukraine's  participation  in 
appropriate  economic  and  regional  fora,  such  as  the  World  Trade 
Organization  and  OSCE,  and  support  Ukraine's  broader 
integration  into  global  economic  structures. 

Ukraine  has  had  a  fruitful  relationship  with  the  G-7.   In 
their  Naples  and  Halifax  Summits,  the  G-7  leaders  discussed 
means  to  support  Ukraine's  economic  reform  efforts  and  closure 
of  the  Chomobyl  nuclear  power  plant.   Almost  $4  billion  in 
international  financial  assistance  has  been  committed  to 
support  economic  reform.   Furthermore,  the  G-7  and  Ukraine  will 
soon  sign  a  memorandum  of  understanding  on  a  comprehensive 
program  to  support  energy  sector  reform  and  closure  of 
Chomobyl  by. the  year  2000. 
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Question  for  the  Record  Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Arabassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Gilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

19.   Will  Russia  become  a  full  member  of  the  G-7  sometime  soon? 

j^swer : 

At  this  time  there  is  no  consensus  on  the  admission  of 
Russia  to  the  G-7.   That  organization  consists  of  major  and 
highly  industrialized  market  economies.   Russia  has  embarked  on 
an  iit^ressive  path  of  structural  and  macroeconomic  reform,  but 
it  has  considerable  work  still  to  accoiiplish.   There  also  are 
other  essential  organizations  for  market -oriented  economies, 
such  as  the  QECD  and  WTQ,  that  Russia  can  join  on  its  way  to 
full-fledged  acceptance  by  the  G-7. 
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Question  for  the  Record 

Submitted  to 

James  F.  Collins 

Senior  Coordinator  for  the  Office  of  the 

Ambassador  at  Large  for  New  Independent  States 

by  Chairmeui  Gilmein 

Committee  on  International  Relations 

November  14,  1995 


Question; 

20.   Can  we  expect  to  see  President  Clinton  agree  to  hold  an 
annual,  working  summit  with  the  President  of  Ukraine  to  assist 
that  country  as  it  tries  to  integrate  itself  into  the 
international  system? 


Answer : 

President  Clinton  has  met  formally  with  the  President  of 
Ukraine  three  times  since  January,  1994.   These  meetings 
underscore  the  importance  the  United  States  places  on  Ukraine's 
political  and  economic  viability.   As  this  Administration  has 
long  maintained,  key  to  Ukraine's  long-term  well-being  will  be 
its  successful  integration  into  the  global  economy. 

The  United  States  strongly  supports  Ukraine's  integration 
into  regional  political,  economic  cuad  security  institutions  and 
is  determined  to  work  with  Ukraine  to  that  end.   Given  the 
frequency  of  Presidential  meetings  in  the  last  two  years,  we 
cannot  dismiss  the  possibility  that  the  two  Presidents  may 
agree  to  meet  with  similar  frequency  in  the  future.   We  can  be 
certain,  however,  that  Ukraine's  integration  will  remain  a  high 
priority  for  this  Administration  and  that  frequent  high-level 
exchanges  between  our  two  governments  will  continue. 
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Question  for  the  Record 

Submitted  to 

James  F.  Collins 

Senior  Coordinator  for  the  Office  of  the 

Ambassador  at  Large  for  New  Independent  States 

by  Chairman  Oilman 

Committee  on  International  Relations 

November  14,  1995 


Question: 

21.  Mr.  Collins,  can  we  expect  to  see  a  proposal  from  the 
Administration  to  support  with  equipment,  training,  and  other 
security  assistance  a  joint  Ukrainian-Polish  Peacekeeping 
Battalion  if  one  is  agreed  to  by  the  two  countries? 

22.  Would  such  support,  if  sought,  be  similar  to  the  support 
offered  previously  to  the  Baltic  Joint  Peacekeeping  Battalion: 


Answer : 

We  understand  from  recent  press  accounts  that  the  two 
countries  have  agreed  to  discuss  forming  such  a  battalion.   We 
have  consistently  encouraged  Poland  and  Ukraine  to  strengthen 
regional  cooperative  efforts.   In  this  context,  we  also  would 
express  support  in  principle  for  the  formation  of  a  joint 
Ukrainian-Polish  peacekeeping  battalion.   However,  neither 
government  has  approached  us  with  requests  for  equipment, 
training,  or  other  assistance  to  help  support  the  formation  of 
such  a  battalion.   Until  they  do  we  will  not  know  if  their 
support  requirements  can  easily  be  compared  with  those  of  the 
the  Baltic  Joint  Peacekeeping  Battalion. 
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Georgia ; 


It  is  my  understanding  that  in  agreeing  with  Russia  to 
allow  Russian  military  bases  on  its  territory,  Georgia  has 
required  that  its  territorial  integrity  be  ensured  before  the 
agreement  is  ratified  by  the  Georgieui  parliament. 


Question; 

23 .   What  is  Russia  doing  to  assist  in  the  resettlement  of 
ethnic  Georgian  refugees  in  the  Abkhazia  region  of  Georgia? 


Answer: 

Peacekeepers  deployed  by  Moscow  and  UNOMIG  observers  in  the 
Abkhazia  region  stabilize  the  situation  in  the  region, 
providing  a  climate  supportive  of  negotiations  toward  a 
peaceful  settlement.  The  peacekeeping  force  does  not  have 
responsibility  per  se  for  helping  those  who  were  driven  from 
their  homes  by  the  separatists.  At  the  same  time,  the  fact 
that  they  have  helped  the  region  remain  relatively  peaceful 
during  the  past  year  has  allowed  a  significant  number  of 
families  displaced  by  earlier  violence  to  return  volvmtarily  to 
their  homes  in  the  eastern  areas  of  Abkhazia.   In  the  meantime, 
the  UNHCR  is  negotiating  with  all  parties  on  a  formal  pleui  for 
the  return  of  refugees. 


190 


Question; 


24.  What  is  Russia  doing  to  ensure  the  territorial  integrity 
o£  Georgia  by  bringing  the  separatist  conflicts  in  the  Georgieui 
regions  of  South  Ossetia  smd  Abkhazia  to  a  peaceful  resolution? 

Answer: 

President  Yeltsin  euid  his  government  have  consistently 
expressed  support  for  Georgian  independence  and  territorial 
integrity  and   for  a  negotiated  settlement .  They  and  the  DN  are 
currently  serving  as  facilitators  of  bilateral  negotiations 
toward  a  peaceful  settlement  of  the  conflict  in  Abkhazia.  We 
are  supporting  this  process,  while  at  the  same  time  making 
clear  our  commitment  to  Georgian  sovereignty  and  territorial 
integrity.   Russia  has  also  supported  negotiations,  facilitated 
by  the  OSCE,  toweurd  a  peaceful  settlement  of  the  conflicts  in 
South  Ossetia. 
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Question; 

25 .   What  is  the  status  of  efforts  to  peacefully  resolve  the 
conflict  over  the  region  know  as  Nagorno-Karabakh  in  Azerbaijan? 

Answer: 

Ethnic  Armenian  forces  now  control  about  one-fifth  of 

Azerbaijani  territory;  a  ceasefire  has  been  in  effect  in 

Nagorno-Karabakh  since  May  1994.   The  OSCE's  Minsk  Group, 

co-chaired  by  Finland  and  Russia,  is  actively  negotiating  with 

the  parties  to  reach  a  durable  peace  accord.   The  Co-Chairs 

were  recently  in  the  region;  negotiations  were  held  in  Helsinki 

in  October,  in  Moscow  in  November  and  most  recently  in  Bonn. 

Negotiations  are  focused  on  such  issues  as  the  status  of 

Nagorno-Karabakh  and  the  return  of  occupied  lands. 

The  OSCE  is  also  working  toward  estciblishing  a 
multinational  peacekeeping  force  to  help  implement  eui  accord  on 
Nagomo-Kareibakh.  As  a  member  of  the  Minsk  Group  euid  the  OSCE, 
the  U.S.  is  actively  engaged  in  the  search  for  a  lasting  peace 
in  Nagomo-KarabcOch.   We  remain  hopeful  that  there  will  be  a 
breakthrough  in  the  negotiations. 
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Question: 


26-27.   Is  there  an  interest  on  Armenia's  part  to  have  a  long 
term  pipeline  for  Azerbaijani  oil  exports  transit  Armenia  so 
that  it  might  gain  from  the  pipeline  tariffs?  If  so,  can  this 
entice  Armenia  emd  Azerbaijan  to  resolve  their  differences  over 
the  Nagomo-KareQjedch  conflicting  the  near  future? 


Answer; 

There  is  a  great  deal  of  interest  by  all  the  Caucasus 
countries,  including  Armenia,  in  the  Caspiem  Sea  pipelines 
because  of  potential  transit  fees  cuid  as  a  more  relicd)le  euid 
cheaper  source  of  fuel.   The  ethnic  conflict  over  Nagomo- 
Kareibcdch  is  deeply-rooted  euid  we  do  not  believe  that  pipelines 
in  smd  of  themselves  will  have  a  significant  impact  in 
resolving  differences  over  the  conflict.   However,  after  a 
settlement  to  the  conflict  has  been  negotiated,  a  pipeline 
through  Armenia  could  act  as  a  confidence-building  measure  euid 
help  solidify  regional  political  euid  economic  cooperation.  The 
final  decision  on  the  routing  of  new  oil  pipelines,  though, 
will  be  made  by  the  coopeuiies  which  build  and   f  ixiemce  the 
pro j  ect . 
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Question: 

28-30.   Is  there  evidence  that  outside  military  forces  are 
involved  in  the  fighting  in  the  Nagorno-Karabakh  region  of 
Azerbaijcin,  other  than  native  ethnic  Armeniein  and  ethnic  Azeri 
forces? 

What  is  the  extent  and  source  of  outside  logistical 
euid  military  support  for  the  ethnic  Armenian  forces  in 
Nagorno-Karabakh? 

What  assistance  has  Azerbaijeui  received  from  third 
parties  in  the  past  for  its  military  efforts  in 
Nagorno-Karabakh? 

Answer: 

We  are  aware  of  reports  of  outside  involvement  in  the 
Nagorno-Karabakh  conflict.   Russia  has  supplied  arms  and  other 
equipment  to  Armenians  cind  at  least  indirectly  to  Nagoimo- 
Karabakh  separatist  forces.  There  were  also  reports  in  1994  of 
the  presence  of  mujaheddin  working  with  Azerbaijani  forces. 
However,  it  is  difficult  to  say  with  certainty  what  other  third 
parties  have  provided  arms  or  to  what  extent. 


This  is  what  makes  the  conflict  so  potentially  dangerous 
and  why  it  has  been  a  major  factor  of  instcibility  in  the 
Caucasus  region.   For  this  reason,  the  U.S.  is  actively  engaged 
in  the  OSCE'S  Minsk  Group  to  help  work  out  a  settlement. 
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the   Medzamor  Nuclear  Reactor  in  Axnenia: 

Question; 

31.  What  are  the  chances  that  this  reactor  will  prove  unsafe 
either  due  to  design  flaws  or  to  the  presence  of  an  earthquake 
fault  line  --  has  a  study  been  done  on  this  question? 

ANSWER: 

The  Medzeunor- style  WER  440/230  is  considered  one  of  the 
least  safe  Soviet-designed  reactor  types,  lacking  a  containment 
system  to  prevent  radioactive  releases  in  the  event  of  cm 
accident,  and   with  many  other  shortcomings  in  its  safety 
systems,  including  emergency  cooling,  fire  safety  and 
embrittlement  problems. 

Medzamor  resides  near  two  major  fault  lines  as  well  as  many 
smaller  ones,  some  as  close  as  19  km  from  the  plemt.  The  plcuit 
shutdown  automaticsilly  in  1988  after  an  earthquedce  registering 
6.7  on  the  Richter  scale  without  suffering  any  significeuit 
damage.  After  the  1988  quedce,  a  study  detenhined  that  Medzamor 
could  have  withstood  an   even  greater  seismic  event.   Unit -2  has 
been  further  modified  for  additionail  seismic  resistemce, 
reducing  the  demger  posed  by  earthquedces . 

Several  studies  have  been  conducted  on  the  safety  of  the 
Medzamor  plemt.   The  IAEA  has  been  studying  Armenia's  nuclear 
infrastructure  over  a  number  of  years.  The  EU  also  funded  a 
study  of  the  Armenian  plant  in  1993.  The  most  recent  study  was 
conducted  by  experts  sent  by  the  European  Bank  for 
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Reconstruction  and  Development  (EBRD)  on  July  12  -  14,  1995. 
These  studies  raised  serious  questions  about  the  ability  of  the 
Armenian  nuclear  infrastructure  to  support  safe  operation  of 
the  plant  in  view  of  the  inadequate  number  of  trained, 
experienced  operators,  regulators  and  support  technicians. 


Question: 

32 .  What  can  be  done  to  persuade  the  Armeniein  government  to 
shut  this  reactor  down  again? 

Armenia  is  suffering  from  a  severe  energy  crisis.   Embargos 
associated  with  the  conflict  over  Nagorno-Karabakh  have  greatly 
reduced  Armenia's  capacity  to  import  fuel  to  meet  its  power 
needs,  amd  with  the  exception  of  hydro-power,  Armenia  has 
almost  no  indigenous  energy  resources .  The  only  way  to 
persuade  Armenia  to  close  the  reactor  is  to  resolve  the  energy 
crisis  which  led  to  the  restart  of  the  reactor. 

We  are  working  with  other  aid  donors  and  international 
financial  institutions  to  persuade  Armenia  to  develop  an  energy 
sector  plcui  to  wean  itself  from  dependence  upon  the  Medzamor 
reactor.  The  World  Bemk  has  made  future  lending  for 
conventional  power  development  dependent  upon  developing  such  a 
plan.  The  EBRD  is  working  on  a  $57.4  million  project  to  expand 
and  rehabilitate  the  thermal  power  plant  at  Hrazdan.  The  World 
Baulk  is  providing  a  $13.7  million  loan  for  hydro  power  plant 
maintenance  and  rehabiliteOiion.   The  U.S.  and  European  donors 
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are  providing  equipment  for  new  hydropower  plcmts.  USAID  is 
assisting  Armenia  to  improve  its  gas  storage  facilities  to  cope 
with  disruptions  in  supplies  caused  by  attacks  on  the  gas 
pipeline  running  through  neighboring  Georgia.  We  are  also 
pursuing  diplomatic  efforts  to  resolve  the  conflict  in  the  area 
which  created  the  energy  crisis. 
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Question  for  the  Record  Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 


33.  What  are  the  prospects  that  the  Russian  military  operation 
in  the  separatist  region  of  Chechnya  will  be  peacefully 
resolved  in  the  near  future? 


Answer': 

We  continue  to  support  the  efforts  of  the  OSCE  Assistance 
Group  to  mediate  a  peace  settlement  in  Chechnya.   The  July  31 
military  accord  has  never  been  fully  implemented  and  political 
talks  were  suspended  after  the  October  6  assassination  attempt 
on  General  Romanov.   We,  the  OSCE,  and  European  governments 
have  urged  the  Chechens  and  Russians  to  put  aside  their 
differences  and  reconvene  the  Special  Observer  Commission, 
which  is  charged  with  implementing  the  July  armistice. 
Successful  implementation  of  the  accord  could  build  public 
confidence  in  further  negotiations  and  pave  the  way  to  an 
enduring  political  settlement.   Both  sides  have  expressed  their 
willingness  to  revive  the  Special  Observer  Commission  and 
resume  serious  negotiations.  A  reinvigorated  OSCE  Assistance 
Group  will  focus  on  these  tasks  after  the  December  17  elections. 
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Question  for  the  Record  Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

34 .   It  would  appear  that  the  situation  is  deteriorating  rather 
than  stcibilizing  in  the  region  euid  it  is  reported  that  the  OSCE 
Mission  in  the  city  of  Groznyy  has  had  to  reduce  its  already 
small  staff  in  order  to  better  ensure  their  safety.   Do  you 
believe  that  the  Russicui  military  c«ui  succeed  in  subduing  the 
Chechen  separatists  by  force? 

Answer : 

It  is  true  that  tensions  in  Chechnya  have  escalated  in  the 
mnup  to  the  December  17  elections  for  a  "head  of  repiiblic." 
The  six-member  OSCE  Assistance  Group  will  withdraw  ten?)orarily 
from  Chechnya  from  December  13  to  December  18  because  it  was 
decided  by  OSCE  headquarters  in  Vienna  that  they  should  not 
participate  in  the  elections,  given  the  reservations  many  have 
about  the  timing  of  euid  lack  of  technical  readiness  for  these 
elections .   They  will  return  after  the  elections  amd  their 
ranks  will  most  likely  be  increased.  The  OSCE  Assistance  Group 
euid  U.S.  and  Europecin  governments  have  consistently  expressed 
the  view  to  both  sides  that  a  military  solution  to  the  dispute 
is  not  feasible  suid  have  urged  them  to  return  to  serious 
negotiations,  leading  to  an  enduring  political  settlement  to 
the  conflict. 
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Question  for  the  Record 

Submitted  to 

Ambassador-designate  James  F.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

35.   It  is  reported  that  Russia  has  spent  the  equivalent  of 
$4.4  billion  on  its  military  operation  in  Chechnya.  How  can 
Russia  afford  such  expenditures  from  its  federal  budget  at  a 
time  when  it  needs  to  borrow  billions  from  the  IMF,  World  Bank, 
and  European  Bank  for  Reconstmjction  and  Development  to  balance 
it  budget? 


Answer ; 

It  is  difficult  to  calculate  exactly  how  much  Russia  has 
spent  on  the  military  operation  in  Chechnya,  but  Russian 
sources  estimate  that  military  expenditures  in  Chechnya 
approach  3  trillion  riibles.   Excessive  and  unanticipated 
outlays  for  the  Chechnya  campaign  have  had  a  damaging  effect  on 
Russia's  budget  discipline.   We  have  consistently  expressed  the 
view  to  members  of  the  Russian  government  that  the  war  in 
Chechnya  was  a  grave  mistake.   We  believe  that  its  cost  has 
been  great,  not  only  in  terms  of  money  overruns  but  also  in 
human  lives  and  suffering  and  the  toll  it  has  taken  on  Russia's 
international  stature. 
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Question  for  the  Record 

Submitted  to 

Ambassador-designate  James  F.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Gilmaui 

House  International  Relations  Committee 

November  14,  1995 


Question; 

36.   Is  Russia  reducing  the  niimber  of  its  troops  eind 
conventional  weapons  in  the  enclave  of  Kaliningrad  on  the 
Baltic  Sea,  formerly  part  of  Koenigsberg  in  Germcuiy? 


Answet : 

The  number  of  Russian  troops  of  all  services  stationed  in 
Kaliningrad  has  been  reduced  by  about  one- third  since  1991, 
from  roughly  60,000  to  e±>out  40,000  to  45,000.   The  number  of 
personnel  declared  by  the  Russians  under  the  Treaty  on 
Conventional  Armed  Forces  in  Europe  (which  does  not  include 
navy  figures)  reflects  the  meuining  level  authorized  in 
peacetime.   On-site  inspections  conducted  at  facilities  in  the 
Kaliningrad  oblast,  as  well  as  throughout  Russia,  consistently 
show  that  few,  if  cuiy,  units  actually  have  as  meuiy  soldiers  as 
the  unit  is  authorized  because  of  the  chronic  shortage  of 
conscripts.   Declared  manpower  ntunbers  may  be  as  much  as 
one- third  higher  than  the  number  of  soldiers  actually  on  hsmd. 
CFB  Treaty-limited  equipment  holdings  in  the  Kaliningrad  oblast 
have  declined  by  approximately  33  percent  since  January  1993. 
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Question  for  the  Record 

Submitted  to 

Ambassador-designate  James  F.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Gilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

37.   If  not,  what  do  you  think  is  the  purpose  of  maintaining  a 
large  number  of  troops  in  Kaliningrad? 


Answer; 

There  is  no  Russian  troop  build-up  in  Kaliningrad, 
according  to  availcdole  information.   The  Deputy  Commnander  of 
Russia's  Baltic  Fleet  stated  publicly  in  September  that  Russia 
had  reduced  by  half  its  military  personnel  stationed  in 
Kaliningrad  since  19S0.   He  stated  that  40,000  troops  and  150 
ships  of  different  sizes  were  based  in  Kaliningrad,  the  main 
base  for  Russia's  Baltic  Fleet.   Russian  officials  have  stated 
that  relocating  equipment  raises  cost  problems,  because  it 
involves  constructing  facilities  to  house  equipment  and  related 
personnel . 
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Russiem  Arms  Sales  to  Comnunist  China; 


Question: 

39.  How  concerned  should  we  be  with  the  sale  of  the  new 
military  technology  being  furnished  to  the  Chinese  by  the 
Russiams?  Are  Russiam  arms  and  military  technology  sales  a 
significant  factor  in  helping  China  build  a  longer  rauige 
military  force  projection  capability? 

Answer : 


The  U.S.  supports  the  right  of  nations  to  arm  themselves  to 
ensure  their  legitimate  nationsil  defense.  He  are  often 
concerned  by  sales  which  upset  regional  military  balcuices, 
provide  significemt  new  capabilities  heretofore  unknown  in  a 
particular  region,  or  notably  increase  the  capeU3ilities  of 
states  which  threaten  our  core  security  interests  or  those  of 
our  allies. 

Russia's  sales  to  date  of  military  technology  to  China  have 
not  been  a  significant  factor  in  helping  China  build  a 
longer-ramge  military  force  projection  capatbility. 

Russia  is  a  leading  exporter  of  arms,  and  China  is  a 
lucrative  market  for  Russiam  foreign  military -sales. 

However,  Russia  also  has  a  4000  km  lemd  border  with  China, 
and  some  of  Russia's  iiqportant  Pacific  naval  bases  lie  close  to 
the  Chinese  border.  The  extent  of  China's  capacity  to  project 
force  --  whether  to  the  South  China  Sea  or  the  environs  of 
Vladivostok  --  is  of  permanent  concern  to  Russia,  which  must 
ever  be  mindful  of  the  long-term  consequences  of  any  arms 
tremsf  ers . 
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Russia's  military  sales  have  primarily  aided  China's  air 
and  coastal  defense  capacity,  and  represent  only  marginal 
improvements  in  China's  ability  to  project  force  beyond  its 
shores.   For  example,  one  system  China  has  received  from 
Russia,  the  SU-27  air  superiority  interceptor,  has  longer  rsmge 
than  fighters  previously  in  the  Chinese  inventory,  but  its 
primary  value  is  in  defense  against  attacking  aircraft,  not  in 
ground  attack.   Like  wise.  Kilo  class  submarines  are  harder  to 
detect,  but  have  no  steuidoff  missile  capability. 

Naturally,  we  are  continuing  to  monitor  Russian  arms  sales 
to  China. 
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Question  for  the  Record  Submitted  to 

Senior  Coordinator  Jsunes  F.  Collins 

Office  of  the  Ambassador- at -Large 

for  the  New  Independent  States 

by  Chairman  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question; 

43 .   What  are  the  levels  to  date  of  loan  and  grant  assistance 
extended  to  each  of  the  Newly  Independent  States  through  the 
international  financial  institutions,  including  the  World  Bank, 
the  International  Monetary  Fund,  amd  the  European  Bauik  for 
Reconstruction  emd  Development? 

Answer ; 

See  the  attached  tcibles. 
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TOTAL  IFI  COMMITMENTS  TO  THE  NIS 

. 

^International 

WoiWBank 

European  Bank  for          1 

^^^^^^1 
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Reconstruction  &           1 
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^^ 

1/ 

2/ 

MHTnn  USD 

Development  (EBRD)  3/      | 

ARMENIA 
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157 

81 

357 

AZERBAIJAN 
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165 

77 

419 

BELARUS 

499 

170 

217 

886 

GEORGIA 
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103 

30 

330      • 

KAZAKSTAN 

649 

557 
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1348 

KYRGYZSTAN 
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215 

112 

516 
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.      176 

90 

533 

RUSSIA 

10898 

4631 

2096 
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TAJIKISTAN 

0 

0 

1 

1 

TURKMENISTAN 

0 

25 
673 
247 

48 
272 
217 

73 

3278 

799 

UKRAINE 

2333 

UZBEKISTAN 

335  4/ 
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3383 

26163 

VAsof12»5. 

2/  Indudes  IBRD  loans  DvougliaaaSS  and  HM  loans  Iiirough801/9S 
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LOANS 

TOTAL  IFI  COMMITMENTS  TO  THE  NIS 

■ 

Monetary  Fund 
1/ 

World  Bank 

IBRD           IDA 
2/                3/ 

European  Bankltor 

Reconstruction  & 

Development  (EBRD)  4/ 
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69.3 
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164.8 
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Question  for  the  Record  Sxibmitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Gilmsui 

House  International  Relations  Coomittee 

November  14,  1995 


Question: 

44.  How  mcuiy  US  debt  rescheduling  and/or  forgiveness 
agreements  have  been  reached  as  part  of  the  Paris  Club  process 
since  1990  with  Russia? 

Answer: 

Three  (3)  US  debt  rescheduling  agreements  have  been  reached 
with  Russia  since  1990  as  part  of  the  process  involving  Paris 
Club  creditors.   These  were  signed  in  1993,  1994  eind  1995. 
None  were  signed  in  1990  through  1992  and  none  involved  debt 
forgiveness . 

45.  With  Ukraine? 

Responsibility  for  Ukraine's  share  of  Soviet  era  debt  was 
assumed  by  Russia  in  an  agreement  reached  in  December  1994. 
Soviet  era  debt  under  Russia's  responsibility  has  been 
rescheduled  by  Paris  Cltib  creditors,  including  the  United 
States,  in  1993,  1994  and  1995  agreements,  but  none  of  it 
involves  debt  forgiveness. 

With  each  of  the  Newly  Independent  States? 

None.  As  in  the  case  of  Ukraine,  these  states'  share  of 
Soviet  era  debt  was  assumed  by  Russia  in  agreements  reached 
after  the  collapse  of  the  Soviet  Union.   Soviet-era  debt  under 
Russia's  responsibility,  including  shares  of  the  NIS,  has  been 
rescheduled  by  Paris  Club  creditors.   None  involves  debt 
forgiveness . 
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Question  for  the  Record 

Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

45.   How  many  U.S.  debt  rescheduling  and/or  forgiveness 
agreements  have  been  reached  as  part  of  the  Paris  Club  process 
since  1990  with  Belarus? 


Answer: 

None.   Belarus'  share  of  Soviet -era  debt  was  assumed  by 
Russia  in  agreements  reached  after  the  collapse  of  the  Soviet 
Union.   Soviet-era  debt  under  Russia's  responsibility, 
including  Belarus'  share,  has  been  rescheduled  by  Paris  Club 
creditors.   No  debt  forgiveness  is  involved. 
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Question  for  the  Record  Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairm2m  Gilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

46.   How  much  in  outlays  has  such  debt  rescheduling  and/or 
forgiveness  cost  the  United  States  since  1990? 

Answer: 


Debt  rescheduling  with  Russia  has  not  incurred  a  cost  to 
the  USG,  as  defined  by  the  Credit  Reform  Act  of  1990.   The  USG 
entered  into  debt  negotiations  only  when  Russia  had  reached  a 
point  of  imminent  default.  Rescheduling  was  tciken  to  increase 
the  probeibility  of  repayment  emd  to  maximize  the  amount  of 
repayment  to  the  USG. 

A  rescheduling  does  not  reduce  debt.   The  rescheduling 
allows  the  debtor  country  a  grace  period  on  principal  payments 
and  capitalized  interest.   Interest  on  the  rescheduled  payments 
continues  to  accirue.  This  effectively  "stretches  out"  the 
prior  payment  schedule  cuid  maucimizes  repayment  to  the  USG. 
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Question  for  the  Record 

Submitted  to 

Ambassador  James  F.  Collins 

Special  Advisor  to  the  Secretary  for 

the  New  Independent  States 

by  Representative  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

87.   What  is  the  status  of  the  agreement  negotiated  by  former 
President  George  Bush  that  would  allow  for  U.S.  purchase  of 
highly  enriched  urainium  from  dismantled  Russian  warheads? 


Answer : 

The  bilateral  sales  agreement  for  concerning  the 
disposition  of  highly-enriched  uranium  (HEU)  extracted  from 
nuclear  weapons  is  functioning  well  at  this  time.   The  U.S. 
Enrichment  Corportion  has  received  nine  deliveries  of 
low-enriched  uramium  (LEU)  from  Russia  derived  from  six  metric 
tons  of  HEU  from  weapons .   USEC  has  made  advance  payments  of 
$160  million  to  the  Russian  side  (the  Ministry  of  Atomic  Energy 
and  Techsnabexport ,  the  Russian  executive  agent  for  the 
agreement) ,  and  has  paid  $40  million  in  cash  against  the  actual 
deliveries.   The  two  sides  also  held  successful  negotiations 
this  fall  over  the  future  price  for  deliveries.   The  current 
price  of  $82.10  per  separated  work  unit  (SWU)  will  continue 
through  1996.   The  Russian  cuid  American  sides  are  also  seeking 
to  resolve  the  question  of  payment  for  the  natural  uranium 
conponent  in  the  blended-down  HEU.;  there  is  legislation  pending 
in  the  U.S.  to  allow  this  process  to  move  forward. 
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Talks  at  the  government -to-govemment  level  to  ensure  that 
appropriate  transparency  measures  are  implemented  at  key  sites 
have  also  gone  well.   These  measures  will  provide  the  U.S.  a 
level  of  confidence  that  the  LBU  being  purchased  comes  from 
nuclear  weapons  being  dismantled.   U.S.  and  Russian  technical 
experts  met  for  the  third  session  of  the  Transparency  Review 
Committee  this  fall. 
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Question  for  the  Record 

Siobmitted  to 

Ambassador  James  F.  Collins 

Special  Advisor  to  the  Secretary  for 

the  New  Independent  States 

by  Representative  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

88 .   What  steps  are  necessary  to  reinvigorate  the  agreement? 

Answer: 

The  U.S.  and  Russia  have  worked  during  this  year  to 
overcome  remaining  obstacles  to  successful  implementation  of 
the  bilateral  HEU  sales  contract.   These  efforts  have  already 
led  to  renewed  commitment  and  actions  on  the  ground  on  the  part 
of  both  countries  to  successful  implementation  of  the 
contract.   To  meet  U.S.  concerns  that  the  highly  enriched 
uranium  being  purchased  has  actually  come  from  dismantled 
warheads,  the  two  sides  concluded  a  Joint  Statement  on 
Transparency  Measures  during  the  Gore -Chernomyrdin  Commission 
in  June  1995.   Negotiators  have  worked  during  the  fall  to  see 
to  its  inplementation,-  the  Transparency  Reviev?  Committee  met 
for  its  third  session  in  November  1995.   In  addition,  the  U.S. 
has  worked  to  meet  Russian  concerns  that  Moscow  be  paid  for  the 
full  value  of  the  natural  uranium  component  in  the  blended-down 
HEU  (now  low-enriched  uranium)  through  legislation  pending 
before  the  U.S.  Congress  at  this  time.   We  therefore  do  not 
believe  that  additional  steps  to  "reinvigorate"  the  agreement 
need  to  be  tciken  at  this  time. 
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Question  for  the  Record 

Sxibmitted  to 

James  F.  Collins 

Office  of  the  Ambassador  at-Large 

for  the  New  Independent  States 

by  Representative  Gilmcui,  Chairman, 

House  International  Relations  Committee 

November  14,  1995 


Question: 

95.   What  is  the  status  of  the  reform  program  begun  by 
President  Leonid  Kuchma  in  Ukraine  late  last  year?  Is  it  still 
moving  forward  respectably?   Is  it  achieving  the  goals  expected? 


Answer: 


The  economic  reform  program  initiated  by  the  Kuchma 
government  in  October  1994  has  made  strong  gains  toward  its 
central  goal  --  macroeconomic  stcdailization.   The 
government  has  been  eible  to  maintain  stc±)ility  through 
tight  controls  on  the  budget  and  the  money  supply. 
Hyperinflation  has  been  arrested,  although  more  progress  on 
inflation  is  needed.   The  Kuchma  administration  also  has 
stood  firm  on  other  key  reforms,  such  as  liberalizing 
prices  and  curbing  budget  subsidies  to  industry. 

Ukraine  still  needs  to  consolidate  its  macroeconomic  gains 
and  make  more  rapid  progress  on  structural  reform,  in  order 
to  make  its  recovery  permanent.   Privatization  --an 
important  key  to  economic  recovery  --  remains  a  key  focus 
of  U.S.  assistamce,  cuid  progress  in  this  area  could  be  euid 
should  be  more  rapid.   The  U.S.,  the  EU,  the  World  Bank  and 
the  International  Monetary  Fund  all  continue  to  work  with 
the  government  on  ways  to  speed  up  progress  in  this  area. 
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Question  for  the  Record 

Sxibmitted  to 

James  F.  Collins 

Senior  Coordinator  for  the  Office  of  the 

Ambassador  at  Large  for  New  Independent  States 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question: 

96 .   What  is  the  US  doing  to  ensure  that  Ukraine  receives  an 
appropriate  space  launch  quota  under  US  export  control  laws? 
What  woiild  be  a  suitable  number  of  space  launches  for  Ukraine 
under  such  an  agreement  through  the  year  2  000,  or  the  year 
2001,  or  the  year  2002? 


Answer: 

During  their  November  1994  summit  in  Washington,  President 
Clinton  and  President  Kuchma  resolved  to  work  together  to  open 
prospects  for  Ukraine's  access  to  international  aerospace 
markets.   The  United  States  and  Ukraine  have  held  two  rounds  of 
talks  on  a  commercial  space  launch  agreement  in  April  and  July, 
and  a  third  round  is  scheduled  for  December.   We  hope  the 
agreement  will  promote  cooperation  between  U.S.  and  Ukrainian 
companies.   The  Administration  has  consulted  with  interested 
members  of  Congress  and  their  staffs,  as  well  as  all  segments 
of  the  U.S.  space  industry.   Based  on  these  consultations, 
appropriate  quantitative  restrictions  on  space  launches  will  be 
worked  out  in  negotiations  with  Ukraine. 
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Question  for  the  Record  Submitted  to 

Senior  Coordinator  Jeunes  F.  Collins 

Office  of  the  Ambassador- at -Laurge 

for  the  New  Independent  States 

by  Chairmam  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question; 

The  Production  Sharing  Law  covering  foreign  investment  in 
Russia's  oil  business  failed  to  pass  the  upper  house  of  the 
Russian  parliament  in  early  October. 

100 .   What  does  the  failure  to  enact  this  law  mean  for 
American  investment  in  this  inqporteuit  segment  of  the  Russiam 
economy?  Do  you  see  prospects  of  passage  of  this  law  iit^roving 
after  the  December  parliamentary  elections? 

Answer : 

An  amended  version  of  the  Production  Sharing  Agreement, 
redrafted  by  the  parliamentary  Conciliatory  Commission,  was 
passed  by  the  Russiam  Duma  on  December  6.  As  the  new  version 
incorporates  amendments  proposed  by  the  upper  chamber,  the 
Federation  Council,  informed  observers  believe  the  legislation 
will  pass  the  Council  and  go  to  President  Yeltsin  for  final 
signature. 

Our  initial  assessment  of  the  revised  agreement  shows  that 
elements  of  the  legislation  may  not  be  friendly  to  foreign 
energy  sector  investors.  We  understcmd  that  some  items  of 
difficulty  possibly  include:  increased  authority  given  to 
Russieui  licensing  bodies,  specifically  the  Russieui  Committee  on 
Geology;  the  prospective  exclusion  of  certain  fields  from 
production  sharing,*  advantages  to  be  provided  to  Russism 
suppliers,  oil  companies  and  ccmnon  carriers,-  the  non-exemption 
of  PSA's  from  customs  duties  on  imported  equipment;  local 
content  requirements  for  equipment  acquisitions;  restrictions 
of  exports;  emd  a  proscription  on  offshore  operating  con^cmies. 

The  intact  of  the  PSA  legislation  is  unclear.  A  definitive 
cmalysis  will  have  to  wait  \mtil  we  see  the  exact  lauiguage  in 
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the  final  bill. 

The  US  assistance  program  for  the  NIS  is  supposed  to  be 
supplanted  by  trade  and  investment  as  the  aid  program  is  phased 
out  in  the  next  few  years.   These  states  are  high  credit  risks, 
however,  with  many  in  frequent  danger  of  default,  according  to 
the  GAO. 
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Question  for  the  Record  Submitted  to 

Senior  Coordinator  James  P.  Collins 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Chairman  Gilmzm 

House  International  Relations  Committee 

November  14,  1995 


Qvestipn; 

101.   How  can  we  realistically  expect  to  see  trade  and 
investment  grow  considerably  in  the  NIS  in  the  near  future  smd 
replace  US  and  other  donors'  assistemce? 

Answer ; 

We  expect  trade  amd  investment  to  grow  in  the  NIS  as  their 
economies  reverse  the  process  of  economic  contraction  and   begin 
to  grow.   Their  growth  will  depend  on  their  sUbilities  to  pursue 
essential  macroeconomic  and   structural  reform,  but  substsmtial 
investment  is  also  linked  to  the  presence  of  exploitcJsle 
resources.   Almost  all  of  the  NIS  have  embraced  economic 
reform,  albeit  not  with  equal  enthusiasm.   Particularly 
in^orteuit  areas  for  reform  include  tax  policy,  the  legal 
environment  euid  tramsparent  capital  markets  --  all  targets  of 
our  technical  assistemce  progrcuns  throughout  the  NIS. 

Russia,  with  the  domincmt  econoo^  among  the  NIS,  has 
received  good  marks  for  its  economic  reform  efforts.   Its 
econooc/  appears  to  have  stabilized  and  many  observers  predict 
an  economic  upturn  in  1996. 
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Question  for  the  Record  Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador -at -Large 

for  the  New  Independent  States 

by  Ctiairman  Oilman 

House  International  Relations  Committee 

November  14,  1995 


Question: 

102.   Is  trade  and  investment  in  the  NIS  growing  significantly 
at  this  time?  If  not,  why  not? 

Answer : 

Despite  the  fact  that  all  the  economies  of  the  NIS  have 
been  contracting  since  the  last  years  of  the  Soviet  regime,  we 
are  seeing  considerable  growth  in  trade  and  investment  in 
some.   We  expect  even  better  results  if  investor  friendly 
conditions  become  broadly  adopted. 

To  cite  several  exan^les,  Russian  trade  turnover  has 
increased  annually  since  1993  and  is  expected  to  reach  ekbout 
110  billion  USD  in  1995,  cui  increase  of  about  37  percent.  U.S. 
trade  growth  has  been  slightly  more  robust,  and  jumped  about  43 
percent  in  the  same  period.   Fixed  and  equity  investment,  on 
the  other  hand,  has  fallen  from  levels  reached  in  1993,  but 
currently  is  showing  signs  of  recovery.   In  Ukraine,  US  exports 
declined  by  7  percent  in  the  first  half  of  1995,  reaching  77 
million  USD.   In  the  Seune  period,  Ukrainiem  exports  to  the  US 
jumped  65  percent  to  211  million  USD.  US  direct  foreign 
investment  in  Ukraine  probably  will  ■juxap   30  percent  in  1995, 
reaching  about  120  million  USD  for  the  year.   In  Uzbekistan 
trade  also  is  growing,  although  from  a  very  low  base.   In  1994, 
US  exports  reached  90  million  USD,  while  imports  totaled  just  3 
million  USD.   Investment,  on  the  other  hemd,  is  impressive, 
with  about  2.2  billion  USD  in  fixed  investment  --  largely 
directed  toward  minerals  extraction. 
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Question  for  the  Record 

Submitted  to 

Ambassador  James  F.  Collins 

Senior  Coordinator  for  the  New  Independent  States 

by  Congressman  Chris  Smith 

House  Committee  on  International  Relations 

November  14,  1995 


Question: 

I  am  aware  of  a  situation  where  a  religious  group  called  Open 
Christiainity  signed  a  contract  with  city  officials  in  St . 
Petersburg  to  occupy  a  building,  and  then,  when  the  group  had 
invested  significcuit  time  euid  money  in  the  project  with  the  aid 
of  foreign  supporters  and  contributions,  the  officials  claimed 
the  contract  was  invalid  cuid  is  now  threatening  to  evict  the 
group!   I  am  informed  that  similar  situations  also  arise  with 
foreign  investors  involved  in  joint  ventures. 

Is  this  a  common  occurrence?  What  is  the  U.S.  government  doing 
to  protect  American  investments?  Is  there  any  recourse  in  such 
cases? 


Answer ; 

The  difficulties  of  the  Society  of  Open  Christiemity 
illustrate  the  con^lexity  of  contract  disputes  involving 
foreign  groups  in  Russia.   Konstantin  Ivanov,  the  Russicui 
President  of  the  Dutch  Society  of  Open  Christ ieuiity,  signed  a 
contract  on  June  24,  1991  with  the  City  Property  Administration 
of  the  Executive  Committee  of  the  Leningrad  City  Council .   The 
text  of  the  contract  states  that  "the  administration  treuisfers 
to  the  possession  of  the  Society  of  Open  Christianity  gratis 
euid  without  time  limit  the  building  on  4/6  Chemoretsky. "  The 
Society  of  Open  Christianity  committed  itself  to  "mcJce  good  use 
of  the  building  in  accordance  with  its  ptu^pose  (religious 
orgeuiization) . "  The  contract  also  specified  that  "the  contract 
Ceui  be  dissolved  following  the  decision  of  arbitration." 

The  City  Property  Administration  and  Vladimir  Yakovlev,  the 
Deputy  Mayor  of  St .  Petersburg,  now  claim  that  the  contract  is 
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no  longer  valid  because  improper  procedures  were  used  in 
closing  the  contract  in  1991  and  because  of  "serious  violations 
(regarding)  the  use  of  the  building,  the  use  of  finances  by  the 
Society  of  Open  Christianity  and  the  work  of  the  Society  of 
Open  Christianity  school  and  institute.  A  St.  Petersburg  court 
ruled  in  favor  of  the  City  Property  Administration  in  May  1995, 
determining  that  either  party  has  the  right  to  invalidate  the 
contract.   The  Society  of  Open  Christianity  appealed  this 
decision  and  a  second  St.  Petersburg  court  ruled  on  July  12 
that  the  contract  is  not  legally  binding. 

Most  Russian  religious  groups  which  cooperate  with  or 
receive  assistance  from  foreign  religious  groups  do  not 
experience  Russian  government  interference  in  the  practice  of 
their  faith  provided  that  they  have  registered,  as  required  by 
Russian  law.   However,  many  sectors  of  Russian  society, 
particularly  nationalists  and  those  in  the  Russian  Orthodox 
Church,  have  been  disturbed  by  the  activities  of  religious 
groups  which  receive  svibstantial  foreign  finapcing.   They  have 
advocated  that  the  law  on  religion  be  changed  by  the  Russian 
parliament  to  regulate  and  limit  the  activities  of  foreign 
religious  groups.   President  Yeltsin  opposes  such  control.   In 
addition  to  resentment  of  their  financial  well-being,  foreign 
religious  groups  perceived  as  not  being  rooted  in  Russian 
history  encounter  suspicion  and  even  antagonism. 
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In  response  to  your  question  about  difficulties  foreign 
investors  experience  in  Russia,  there  are  literally  thousands 
of  joint  ventures  and  other  foreign  investment  projects  in 
existence  in  Russia  today.   A  small  fraction  of  these  do  go 
wrong.   In  addition  to  cases  of  legitimate  business  disputes 
making  partnerships  go  sour,  there  have  been  instcinces  where  US 
or  other  foreign  partners  appear  illegally  to  have  been  pushed 
out  of  investments.   While  such  cases  are  not  numerous,  the 
still  evolving  state  of  Russian  law  and  a  too  high  level  of 
criminality  contribute  to  their  occurrence. 

The  Department  of  State  and  Department  of  Commerce  spend  a 
great  deal  of  time  intervening  with  all  levels  of  Russian 
officialdom  on  behalf  of  U.S.  firms  that  appear  to  have  been 
denied  due  process  or  that  have  suffered  from  official 
corruption  and/or  criminality.   We  also  advise  U.S.  firms  and 
individuals  desiring  to  conduct  business  in  Russia  and  the 
other  NIS  to  seek  competent  local  counsel ,  but  we  are  always 
ready  to  provide  additional  competent  advice. .  For  example,  we 
commonly  tell  U.S.  firms  desiring  to  enter  into  partnership 
with  a  Russian  entity  that  the  best  guarantee  for  contract 
observance  is  a  clear  and  continuing  need  for  the  involvement 
of  the  foreign  partner. 
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Question  for  the  Record 

Submitted  to 

Ambassador-designate  James  F.  Collins 

Office  of  the  Ambassador -at -Large 

for  the  New  Independent  States 

by  Congressmeui  Christopher  Smith 

House  International  Relations  Committee 

November  14,  1995 


Question: 

C.  The  popularity  of  General  Lebed  appears  to  be  increasing  in 
Russia.  .How  do  you  assess  the  possibilities  of  General  Lebed 
attaining  major  political  influence  or  even  the  Presidency  of 
Russia?  What  would  be  the  effect  of  Lebed' s  ascension  to  power 
in  Russia  on  U.S.  policy  toward  Russia? 


Answer; 

The  outcome  --  and  perceptions  surrounding  the  outcome  --of 
the  upcoming  Duma  elections  will  undoubtedly  influence  the 
prospects  of  the  various  contenders  for  the  Russiam 
presidency.   It  is  futile  at  this  point  to  speculate  as  to  the 
Ccuididates'  potential  for  success  at  the  Presidential  polls  and 
how  that  might  affect  U.S.  policy.   We  remain  committed  to  a 
policy  and  a  set  of  principles  that  uphold  further  democratic 
consolidation  and  the  expansion  of  a  market -oriented  econony. 
We  support  any  individual  only  insofar  as  he  or  she  is  a 
proponent  of  those  principles. 
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Question  for  the  Record 

Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador -at -Large 

for  the  New  Independent  States 

by  Representative  Smith 

Committee  on  International  Relations 

November  14,  1995 


Question: 

What  steps  is  the  United  States  taking  to  impress  upon  Moscow 
the  importance  of  removing  its  military  forces  from 
Transdniestria? 


Answer: 

The  U.S.  fully  supports  Moldova's  sovereignty, 
independence,  and  territorial  integrity.   We  strongly  support 
both  the  prompt  implementation  of  the  troop  withdrawal 
agreement  between  Russia  and  Moldova  and  Moldova's  efforts  to 
reach  a  peaceful,  negotiated  settlement  with  the  Transdniester 
separatists . 

We  have  actively  supported  Moldova  at  the  Organization  for 
Security  and  Cooperation  in  Europe  (OSCE)  in  Vienna,  where  we 
have  repeatedly  expressed  our  concerns  about  the  continued 
presence  of  Russian  forces.   Our  efforts  have  focussed  on 
finding  constructive  ways  to  encourage  further  withdrawal  of 
Russicui  troops,  weapons,  euad  munitions. 
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Bilaterally,  we  have  expressed  our  concerns  directly  with 
Russian  officials  in  Washington  and  Moscow.   We  held  talks  with 
the  Russiem  government  in  Moscow  in  June  to  discuss  ways  to 
facilitate  withdrawal. 

President  Yeltsin,  as  recently  as  November  29,  reaffirmed 
in  a  letter  to  the  Moldovan  President  Russia's  commitment  to  a 
Treuisdniester  settlement  preserving  Moldova's  independence, 
sovereignty,  and  territorial  integrity.  We  are  encouraged  by 
this  reiterated  commitment  and  continue  to  expect  the  Russian 
government  to  live  up  to  its  pledge  to  withdraw  its  forces  from 
Transdniester . 
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Question  for  tne  Record 

Submitted  to 

James  F.  Collins 

Office  of  the  Ambassador  at -Large 

for  the  New  Independent  States 

by  Representative  Smith, 

House  International  Relations  Committee 

November  14,  1995 


Question: 


Ukraine  has  achieved  an  impressive  human  rights  record, 
with  precious  little  of  the  inter-ethnic  contentions  that 
have  unfortunately  characterized  NIS  states.   However, 
thiere  is  concern  that  Ukraine's  government  may  be 
retreating  on  market  reforms. 

Does  (sic)  you  agree  with  this  analysis?  How  does  the 
Administration  view  Ukraine's  economic  picture?   Has  our 
foreign  aid  been  effective  in  helping  Ukraine  develop  a 
market  economy? 


Answer : 


The  economic  reform  program  initiated  by  the  Kuchma 
government  in  October  1994  has  made  strong  gains  toward  its 
central  goal,  macroeconomic  stabilization.   The  government 
has  been  c±ile  to  maintain  stability  through  tight  controls 
on  the  budget  and  the  money  supply.   Hyperinflation  has 
been  arrested,  although  more  progress  on  inflation  is 
needed.   The  Kuchma  administration  also  has  stood  firm  on 
other  key  reforms  such  as  liberalizing  prices  and  curbing 
budget  subsidies  to  industry  and  remains  committed  to  a 
policy  course  of  further  reforms. 

Evaluating  the  effectiveness  of  our  assistance  program  in 
Ukraine  is  difficult  because  of  the  short  period  in  which 
it  has  operated.   The  program  was  very  limited  in  scope 
before  the  reform  program  was  inaugurated  in  October, 
1994.   Privatization  remains  a  key  focus  of  the  U.S. 
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assistance  program,  and  progress  in  this  area  could  be  and 
should  be  more  rapid.   The  U.S.,  the  EU,  the  World  Bank  and 
the  International  Monetary  Fund  all  continue  to  work  with 
the  government  on  ways  to  speed  up  progress  in  this  area. 
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Question  for  the  Record 

Submitted  to 

Ambassador-Designate  James  P.  Collins 

Coordinator  for  the  New  Independent  States 

by  Representative  Smith 

House  International  Relations  Committee 

November  14,  1995 


Trans Caucasus : 

Question: 

Georgia  and  Azerbaijan  have  been  plagued  by  ethnic  unrest 
cuid  internal  disorders,  cmd  Armenia  has  been  drawn  into  the 
Nagomo-KarabaJch  conflict.  The  United  States  government  and 
business  interests  have  been  heavily  involved  in  negotiations 
concerning  the  transit  of  Caspiam  Sea  oil  to  the  West. 

What  progress  has  been  made  in  achieving  democratic 
structures  and   political  pluralism  in  Georgia,  Azerbaijan,  and 
Armenia?  How  is  our  aid  assisting  the  victims  of  ethnic  unrest 
and  internal  disorders? 

Since  independence,  Armenia  has  been  working  toward 
estciblishing  a  democratic  society.   In  the  past  year,  however, 
there  have  been  a  number  of  worrisome  incidents .  As  you  may 
recall,  the  State  Department  iil  January  issued  a  critical 
statement  on  the  ban  of  a  political  party  eind  its  newspapers 
cuid  civic  orgamizations,  as  we  believed  this  ran  counter  to  the 
established  principles  of  democracy  and   free  speech. 
International  observers  questioned  the  inherent  fairness  of  the 
elections  conducted  in  July,  citing  polling  deficiencies,  lack 
of  cooperation  by  the  Electoral  Commission  and  the  failure  to 
register  opposition  parties  and   ccuididates.  However,  they  also 
noted  that  several  opposition  parties  eind  Ceuididates  were  able 
to  mount  credible  canpaigns. 
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The  U.S.  is  working  to  develop  deiaocratization  and  rule  of 
law  progrcuns  for  Armenia.  He  continue  to  encoxirage  the 
Armenieui  government  to  foster  a  political  environment  that 
would  be  conducive  to  free  euid  fair  elections  euid  have  stressed 
that  freedom  of  speech,  freedom  of  association  and  human  rights 
observance  are  key  elements  of  democracy.   It  is  our  hope  the 
municipal  ouid  Presidential  elections  to  be  held  next  year  will 
occur  without  the  irregularities  prevalent  in  July. 

In  Azerbaijan,  the  country  held  its  first  post -independence 
parliamentary  elections  on  November  12.  These  were  flawed 
elections.   Multiple  voting,  censorship  of  the  press  euid 
disqualification  of  a  large  number  of  candidates  are  exattples 
of  problems  in  this  election  process.   Section  907  of  the 
FREEDOM  Support  Act  has  been  an  obstacle  to  our  efforts  to 
promote  democratic  reform  in  Azerbaijan  by  prohibiting  us  from 
inplementing  programs  to  back  up  our  words  on  the  inportance  of 
democractic  principles . 

In  con5)liemce  with  Section  907,  we  continue  to  provide 
humeuiitarian  assistance  to  the  700,000  refugees  ouid  displaced 
persons  in  Azerbaijan  directly  through  private  voluntary  and 
international  orgeuiizations .   (Our  efforts  to  help  these 
victims  would  be  more  efficient  and   timely  if  given  the 
flexibility  to  work  with  governments  institutions  --  such  as 
hospitals  --to  provide  aid  to  the  needy.) 
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In  Georgia,  over  the  past  months  there  has  been  significant 
progress  toward  the  establishment  of  a  stable,  democratic 
government.   The  new  constitution  was  adopted  by  the  parliament 
in  September.   Presidential  cind  parliamentary  elections,  held 
on  November  5,  were  described  by  international  eind  domestic 
monitors  as  consistent  with  democratic  norms  despite  problems 
in  some  regions.   Perhaps  most  significantly,  political  parties 
from  across  the  spectrum  participated  freely  and  constructively 
in  the  parliamentary  debates  on  the  constitution  and  in  the 
campaign  prior  to  the  election.  There  will  be  an  active 
opposition  in  the  new  parliament.   Following  the  new 
constitution,  government  structures  and  procedures  are  being 
reorganized.   Significant  legal  reforms  are  being  instituted  to 
en^hasize  rule  of  law  as  well  as  to  regularize  and  encourage 
privatization,  investment  emd  free  market  activities. 

Working  bilaterally  and  through  the  UN  and  the  Organization 
for  Security  and  Cooperation  in  Europe  (OSCE) ,  the  United 
States  is  encouraging  negotiations  toward  a  peaceful  settlement 
of  the  regional  crises  in  Abkhazia  and  South  Ossetia  and 
providing  assistauice  to  citizens  displaced  by  these  conflicts. 
In  addition,  during  fiscal  year  1995,  the  United  States 
delivered  over  100  million  dollars  of  humanitaricm  assistemce 
to  Georgia  to  meet  needs  which  exist  largely  as  a  result  of 
these  crises. 
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Each  year,  an  increasing  share  of  U.S.  assistemce  is  being 
shifted  to  institution-building  activities  in  order  to 
reinforce  the  economic  euad  political  reform  programs  initiated 
by  President  Shevardnadze.  Our  assistance  activities  include 
programs  to  encourage  political  party  development,  train  local 
election  monitors,  enhcuice  appreciation  for  the  rule  of  law  and 
reinforce  the  independence  of  the  media.   In  addition,  several 
U.S.  Government -funded  training  and  exchange  programs  eind  a 
recently  opened  Institute  of  Public  Administration  are 
providing  current  and  future  Georgiem  reformers  with  new  skills 
and  giving  them  e3q>os\ire  to  nature  democratic  cuid  free -market 
institutions . 
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Question  for  the  Record 

Submitted  to  James  F.  Collins 

Ambassador -at -Large  Designate  for  the  New  Independent  States 

by  Representative  Chris  Smith 

Committee  on  International  Relations 

November  14,  1995 


Question: 

Central  Asia:   a.   The  bloody  civil  war  in  Tajikistan  seems  to 
have  cibated,  but  human  and  economic  dislocation  continue.   What 
progress  has  been  made  in  returning  displaced  persons  to  their 
homes  in  Tajikistan?  Does  a  political  settlement  appear 
feasible? 


Answer : 

The  1992-93  civil  war  forced  nearly  600,000  Tajiks  to  flee 
their  homes,  including  80,000  who  took  refuge  in  northern 
Afghanistan.   The  U.N.  High  Commissioner  for  Refugees  (UNHCR) 
began  assisting  repatriation  of  Tajik  refugees  from  Afghanistan 
in  early  1993.   To  date,  over  60,000  have  come  home.   Those  who 
remain  in  Afgheuiistan  feel  it  is  not  yet  safe  to  return. 

Most  of  the  500,000  internally-displaced  persons  have 
returned  to  their  homes  or  resettled.   The  Tajik  Government 
estimates  that  7,000  displaced  persons  remain  in  the  eastern 
Gorno-Badakhshan  region.   The  International  Organization  for 
Migration,  along  with  UNHCR  and  the  International  Committee  of 
the  Red  Cross  began  a  series  of  convoys  this  s.ummer  to  assist 
in  their  return.   The  effort  will  pick  up  again  in  the  spring, 
when  overlemd  travel  will  again  be  possible. 

The  U.S.  has  contributed  over  $8,000,000  to  UNHCR,  lOM,  and 
ICRC  efforts  to  repatriate  ouid  reintegrate  Tajik  refugees  euid 
internally-displaced  persons  and  has  provided  siibstantial 
humanitaricui  assisteince  for  the  benefit  of  the  displaced  cuid 
other  vulnercQsle  groups. 
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A  political  settlement  to  the  conflict  is  indeed  feasible. 
The  Tajik  Government  cuid  the  armed  opposition  are  now  engaged 
in  United  Nations-mediated  peace  talks  in  an  effort  to  seek  a 
resolution  to  the  conflict.   The  peace  talks  began  in  April 
1994  and  have  proceeded  through  four  rounds  of  formal 
negotiations.   The  fifth  round  began  in  Ashgedaat,  Turkmenistan 
on  November  30,  1995.   The  negotiations  have  progressed  slowly 
over  the  last  two  years  but  the  parties  have  at  last  begun  to 
tackle  the  fundamental  political  issues  dividing  them.   Both 
sides  profess  to  be  committed  to  seeking  a  peaceful 
settlement.   The  U.S.  has  worked  closely  with  the  UN  Special 
Envoy  for  Tajikistan  and  the  Tajik  parties  to  advance  such  a 
settlement.   A  general  cease-fire  between  government  and 
opposition  forces  has  held  in  the  main  since  October  1994, 
though  sporadic  fighting  continues  along  the  Tajik-Afghan 
border  and  in  the  central  Gharm  Valley.  A  modest  United 
Nations  observer  operation  works  with  a  joint  commission  of  the 
government  and  opposition  to  monitor  the  cease-fire. 
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Question  for  the  Record 

Submitted  to  James  i.    Collins 

Ambassador- at -Large  Designate  for  the  New  Independent  States 

by  Representative  Chris  Smith 

Committee  on  International  Relations 

November  14,  1995 


Question: 

Central  Asia:   b. 

Turkmenistan  has  adopted  the  human  rights  pledges  of  the  OSCE, 
but  has  adopted  practices  more  reminiscent  of  the  Brezhnev  era 
in  repressing  civil  liberties. 

Are  there  political  prisoners  in  Turkmenistan?   If  so,  how 
many?  What  effort  is  the  United  States  making  to  promote  human 
rights  and  democratic  procedures  in  Turkmenistan? 

Answer : 


The  Government  of  Turkmenistan  has  imprisoned  at  least  four 
political  opponents  on  what  appear  to  be  highly  c[uestioncQDle 
charges:  Mukhammet  Aimuradov,  Khoshally  Garaev,  Mukhammed 
Muradliev  and  Yowshan  Anagurban.   In  addition,  approximately 
15-20  participsmts  arrested  during  a  peaceful  July 
demonstration  in  the  capital,  Ashgabat,  remain  in  detention  on 
what  also  appear  to  be  questionable  charges  of  drug  possession 
smd  public  drunkenness. 

The  U.S.  Embassy  in  Ashgedsat  and  USG  officials  from  Washington 
regularly  raise  human  rights  concerns  with  Turkmen  Government 
officials  at  the  highest  levels.  We  emphasize  in  those 
contacts  that  relations  between  our  two  countries  ccinnot  fully 
develop  without  significant  improvements  in  Turkmenistsui's 
humaui  rights  performance.   In  our  assistance  program  for 
Turkmenistan,  we  have  emphasized  Rule  of  Law  training  and 
excheuiges  that  expose  Turkmen  scholars,  legislators  and 
judicial  officials  to  American  democratic  institutions. 


234 


Question  for  the  Record 

Submitted  to 

James  F.  Collins 

Special  Coordinator  for  the  New  Independent  States 

by  Representative  Smith 

House  International  Relations  Committee 

November  14,  1995 


Question; 

C.   Uzbekistan  appears  to  be  trying  to  improve  its  human 
rights  record  and  attract  Western  business,  but  rule  of  law  is 
still  "problematic. 

In  this  connection,  what  is  the  status  of  the  Dmitri  Fattakhov 
case,  the  young  man  who  was  arrested  for  murder  in  ;^rll  and 
was  reportedly  mistreated  while  being  held  in  investigative 
detention? 


Answer ; 

Mr.  Fattakhov' s  trial  in  Tashkent  remains  postponed 
pending  the  conclusion  of  an  extensive  psychiatric  evaluation 
to  ensure  that  he  is  mentally  fit.   The  prosecution  claims  it 
has  strong  evidence  of  Mr.  Fattakhov' s  guilt.   His  supporters, 
however,  contend  there  are  many  troxibling  inconsistencies  and 
that  Mr.  Fattakhov  only  confessed  to  the  murder  after  he  was 
brutally  beaten  while  in  police  custody. 

The  U.S.  Government  has  urged  Uzbekistan  Government 
officials,  both  in  Tashkent  euid  in  Washington,  to  investigate 
the  allegations  of  human  rights  cQjuse,  and  to  ensure  that  the 
trial  proceedings  are  fair  and  deliberate. 
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Question  for  the  Record 

Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at-Large  for  the  New  Independent  States 

by  Representative  Chris  Smith 

House  International  Relations  Committee 

November  14,  1995 


Question: 

Are  rumors  of  Belarus'  demise  premature? 

Answer ; 

Despite  speculation  to  the  contrary,  the  people  of  Belarus  have 
repeatedly  expressed  their  will  to  remain  a  sovereign,  independent 
country.   Most  recently,  on  December  10,  1995,  solid  voter  turnout 
resulted  in  the  seating  of  a  fully  functioning  Parliament  in  Minsk. 

The  U.S.  continues  to  support  the  independence,  territorial 
integrity  and  sovereignty  of  a  democratic  Belarus.   The  U.S.  wants  an 
active  bilateral  relationship  with  Belarus  across  a  broad  range  of 
political,  economic  and  security  issues. 
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Question  for  the  Record 

Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at-Large  for  the  New  Independent  States 

by  Representative  Chris  Smith 

House  International  Relations  Committee 

November  14,  1995 

Question: 

How  do  we  justify  giving  aid  at  this  moment  to  a  country  whose 
military  shoots  and  kills  unarmed  American  balloonists  who 
accidentally  venture  into  its  airspace?   Can  we  direct  aid  to  people 
and  businesses  who  are  working  to  develop  market  systems  and 
political  pluralism,  and  still  avoid  assisting  a  retrograde 
government? 

Answer : 


The  downing  of  the  balloon  that  resulted  in  the  deaths  of  the  two 
American  balloonists  was  a  terrible  tragedy.   U.S.  assistance  has 
not,  however,  been  interrupted  as  a  result  of  the  shooting. 

Providing  well -targeted  aid  to  a  country  such  as  Belarus  is  in 
the  U.S.  national  interest.   We  believe  that  continued  material  and 
technical  assistance  to  Belarus,  combined  with  active  engagement  of 
the  government  of  Belarus  on  a  host  of  issues,  are  clearly  in  the 
long-term  U.S.  interest.   Our  programs,  many  of  which  are  directed  at 
private  citizens  and  non-governmental  organizations,  are  aimed  at 
developing  democratic  political  institutions  and  market  mechanisms 
which  cem  help  create  a  constituency  for  positive  change.   We  are 
also  discussing  with  the  Belarusieui  Government  cooperation  in 
improving  their  airspace  management  system  so  a  repeat  of  this 
tragedy  cannot  occur. 
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Question  for  the  Record 

Submitted  to 

James  F.  Collins 

Office  of  the  Ambassador  at^Large 

for  the  New  Independent  States 

by  Representative  Hamilton, 

House  International  Relations  Committee 

November  14,  1995 


Question: 


The  United  States,  as  I  understauid  it,  has  provided  some 
$67  million  to  set  up  the  structure  smd  hardware  for 
privatization  to  proceed  in  Ukraine  -  printing  vouchers, 
setting  up  privatization  centers,  scheduling  auctions.   But 
according  to  AID  Mission  Director  Huger,  "the  program  is 
now  at  risk  of  collapse." 

Does  Ukraine  lack  the  political  will  to  carry  out 
large-scale  privatization? 

Are  Ukrainian  officials  unwilling  to  allow  the  market 
to  set  the  prices  for  enterprises  on  the  selling  block? 

Or  is  the  problem  one  of  program  management? 


Answer: 


The  Kuchma  government  is  committed  to  privatization,  but 
progress  has  undoubtedly  been  slowed  by  political 
opposition.   Not  only  is  there  a  reluctance  to  privatize 
among  some  enterprises,  but  many  efforts  seeking  to  slow 
privatization  or  exclude  certain  sectors  have  been 
undertaken  by  the  legislature.   The  Government  of  Ukraine 
is  seeking  to  develop  a  consensus  on  this  issue  in  a 
difficult  policy  environment. 

The  Government  of  Ukraine  chose  to  follow  a  voucher  and 
auction  scheme  as  the  centerpiece  of  its  privatization 
program.   However,  the  State  Property  Fund,    the  agency  that 
supervises  the  privatization  process,  has  been  unwilling  to 
allow  the  sale  of  enterprises  at  prices  lower  than  the 
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official  valuation.   Therefore,  in  the  instance  that  prices 
bid  in  auctions  do  not  meet  the  pre -determined  valuation, 
the  enterprises  must  be  auctioned  again,  significantly 
delaying  their  effective  privatization.   The  U.S.,  EU,  the 
World  Bank  and  the  IMF  are  seeking  to  persuade  the  State 
Property  Fund  to  allow  the  sale  of  enterprises  based  on  the 
bids  received  at  auction,  and  do  away  with  obsolete  book 
valuation. 

The  U.S.  Government  does  not  view  the  slow  pace  of 
privatization  as  a  question  of  program  management.   The  AID 
mission  in  Kiev  has  developed  the  infrastructure  necessary 
to  carry  out  a  mass  privatization  program.   Unfortunately, 
domestic  political  considerations  have  slowed  effective  use 
of  that  infrastructure. 
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Question  for  the  Record 

Submitted  to 

Senior  Coordinator  Jaunes  F.  Collins 

Office  of  the  Ambassador-at -Large  for  the  New  Independent  States 

by  Representative  Lee  H.  Hamiilton 

House  International  Relations  Committee 

November  14,  1995 


Question: 

Do  you  have  a  satisfactory  apology  from  Belarus  with  respect  to  the 
shootdown? 


Answer ; 

President  Lukashenko  has  written  a  letter  of  condolence  to 
President  Clinton.   Prime  Minister  Chigir  wrote  personal  sympathy 
letters  to  the  family  members  of  the  two  victims. 
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Question  for  the  Record 

Siibmitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at -Large  for  the  New  Independent  States 

by  Representative  Lee  H.  Hamilton 

House  International  Relations  Committee 

November  14,  1995 


Question: 

Has  Belarus  agreed  to  pay  restitution  to  the  families? 

Answer : 


The  State  Department  is  in  touch  with  the  families  of  the  deceased  to 
help  ensure  that  their  interests  are  adequately  represented.   The 
process  has  not  yet  reached  the  stage  of  formally  requesting 
restitution. 
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Question  for  the  Record 

Submitted  to 

Senior  Coordinator  James  F.  Collins 

Office  of  the  Ambassador-at-Large  for  the  New  Independent  States 

by  Representative  Lee  H.  Hamilton 

House  International  Relations  Committee 

November  14,  1995 


Question: 

What  is  the  next  step  in  ensuring  that  incidents  like  this  don't 
occur  again? 

Answer : 


An  international  investigation  into  this  incident  is  continuing. 
The  inquiry  is  moving  forward  in  accordance  with  International  Civil 
Aviation  Organization  procedures. 

Two  U.S.  experts  --  one  from  the  National  Transportation  Safety 
Board's  office  of  aviation  safety,  eind  an  air  safety  investigator 
with  the  Federal  Aviation  Administration  --  are  on  the  international 
commission.   The  commission  is  chaired  by  a  Russian  civil  aviation 
specialist.  Besides  the  Russian  euid  American  investigators,  the 
commission  also  has  representatives  from  Germany  (the  country  of 
meuiufacture  of  the  balloon)  and  Belarus. 

The  U.S.  team  was  in  Minsk  in  September  cmd  November  eUid  is 
continuing  its  work  in  the  U.S.   The  commission's  final  report, 
including  comments  by  all  its  members,  is  e3q>ected  in  the  spring.   In 
addition  to  excunining  \ihat   happened,  the  report  will  focus  on  how  to 
prevent  such  tragedies  in  the  future.  The  report  will  be  availeible 
to  the  piiblic  in  its  entirety. 

We  are  also  discussing  with  the  Belarusian  Government  cooperation 
in  improving  their  airspace  management  system  so  a  repeat  of  this 
tragedy  csumot  occur. 
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Question  for  the  Record 

Submitted  to 

Ambassador-Designate  Jcunes  F.  Collins 

Coordinator  for  the  New  Independent  States 

by  Representative  Heunilton 

House  International  Relations  Committee 

November  14,  1995 


Caucasus  States 
Question; 

1.  A. cease-fire  in  the  Nagomo-Karabalch  conflict  has  been  in 
effect  since  May,  1994  but  OSCE  efforts  --  known  as  the  Minsk 
talks  --to  achieve  a  coaqprehensive  solution  for  the  status  of 
the  enclave  remain  elusive. 

Where  are  we  in  the  peace  talks? 

Do  you  expect  results  any  time  soon? 

What  specifically  is  the  U.S.  doing  to  move  the 
process  forward? 

MSW££: 

Karcibcdchi  Armenian  forces  now  control  ckbout  one- fifth  of 
Azerbaijemi  territory;  a  ceasefire  has  been  in  effect  in 
Nagomo-KareJaeJch  since  May  1994  and  has  held,  despite  sporadic 
violations  by  both  sides.   The  U.S.,  working  with  the  OSCE's 
Minsk  Group,  co-chaired  by  Finland  emd  Russia,  has  been 
actively  negotiating  with  the  parties  to  reach  a  durable 
settlement.   President  Clinton  met  with  President  Aliyev  and 
Vice-President  Gore  met  with  President  Ter-Petrosyan  in  October 
to  discuss  ways  of  advancing  the  peace  talks.  Negotiations 
were  held  in  Helsinki  in  October,  in  Moscow  in  November  and 
oost  recently  in  Bonn  and  have  focused  on  such  issues  as  the 
status  of  Nagomo-Kared)akh,  the  Lachin  corridor,  the  return  of 
refugees  and  displaced  and  the  withdrawal  from  occupied 
territory. 
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The  OSCE  is  also  working  toward  establishing  a 
multinational  peacekeeping  force  to  help  implement  an  accord  on 
Nagorno-Karabakh.  We  remain  hopeful  that  there  will  be 
breakthrough  in  the  negotiations. 
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Question; 

2 .  Each  of  the  three  states  in  the  region  has  had  or  will 
shortly  have  key  Presidential  and  Parlicimentary  elections.   In 
July,  Armenia  reelected  its  President  and   adopted  a  new 
constitution.  Last  month,  Eduard  Shevardnadze  was  elected 
President  of  Georgia  and  this  week  in  Azerbaijan,  President 
Aliyev  is  expected  to  be  reelected  President. 

But  in  all  three  elections,  observers  reported  less  thein 
completely  free  or  fair  conditions  or  procedures. 

What  is  your  assessment  of  the  status  of  democratic 
reform  in  the  three  Caucasus  states? 

What  role  is  the  United  States  playing  in  the  support 
of  democratic  reform  in  the  three  Caucasus  states? 


APgwer; 

Since  independence,  Armenia  has  worked  toward  establishing 
a  democratic  society.   In  the  past  year,  however,  there  have 
been  a  number  of  worrisome  incidents.  As  you  may  recall,  the 
State  Department  in  January  issued  a  critical  statement  on  the 
ban  of  a  political  party  and  its  newspapers  and  civic 
organizations,  as  we  believed  this  ran  counter  to  the 
established  principles  of  democracy  cind  free  speech. 
International  observers  questioned  the  inherent  fairness  of  the 
elections  conducted  in  July,  citing  polling  deficiencies,  lack 
of  cooperation  by  the  Electoral  Commission  and  the  failure  to 
register  opposition  parties  cuad  Ccmdidates.  However,  they  also 
noted  that  several  opposition  parties  emd  Ceindidates  were  able 
to  movint  credible  campaigns. 

The  U.S.  is  working  to  develop  democratization  and  rule  of 
law  programs  for  Armenia.  We  continue  to  encourage  the 
Armenian  government  to  foster  a  political  environment  that 
would  be  conducive  to  free  and  fair  elections  emd  have  stressed 
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that  freedom  of  speech,  freedom  of  association  and  humain  rights 
observcuice  are  key  elements  of  democracy.   It  is  our  hope  the 
municipal  and  Presidential,  elections  to  be  held  next  year  will 
occur  without  the  irregularities  prevalent  in  July. 

In  Azerbaijan,  the  country  held  its  first  post -independence 
parliamentary  elections.   These  were  flawed  elections. 
Multiple  voting,  censorship  of  the  press  and  disqualification 
of  a  large  number  of  candidates  are  examples  of  problems  in 
this  election  process.   Section  907  of  the  FRBEDOM  Support  Act 
prohibits  our  efforts  to  promote  democratic  reform  in 
Azerbaijan  by  prohibiting  us  from  inqplementing  programs  to  back 
up  our  words  on  the  in;>ortance  of  d^nocractic  principles. 

In  Georgia,  over  the  past  months  there  has  been  significcmt 
progress  toward  the  establishment  of  a  stable,  democratic 
government.   The  new  constitution  was  adopted  by  the  parlieunent 
in  September.   Presidential  and  parliamentary  elections,  held 
on  November  5,  were  described  by  international  cind  domestic 
monitors  as  consistent  with  d^nocratic  norms  despite  problems 
in  some  regions.   Perhaps  most  significantly,  politiceil  parties 
from  across  the  spectrum  participated  freely  and  constructively 
in  the  parlieunentary  debates  on  the  constitution  and  in  the 
can?)aign  prior  to  the  election.  There  will  be  an  active 
opposition  in  the  new  parliament.   Following  the  new 
constitution,  government  structures  and  procedures  are  being 
reorganized.   Significant  legal  reforms  are  being  instituted  to 
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enphaslze  rule  of  law  as  well  as  to  regularize  euid  encourage 
privatization,  investment  and  free  market  activities. 

The  United  States  consistently  stresses  to  Georgiain  policy 
meJcers  the  importance  of  continuing  democratic  and   economic 
reforms  eUid  con^lying  with  international  human  rights 
standards.  U.S.  assistance  to  Georgia  is  designed  to  promote 
development  of  institutions  supportive  of  democratic  and 
free-market  processes.   Our  assisteince  programs  include 
activities  to  encourage  political  party  development,  train 
local  election  monitors,  enheuice  appreciation  for  the  rule  of 
law  emd  reinforce  the  independence  of  the  media.   In  addition, 
several  U.S.  Government -funded  training  and  exchange  programs 
eUid  a  recently  opened  Institute  of  Public  Administration  are 
providing  current  emd  future  Georgian  reformers  with  new  skills 
and  giving  them  exposure  to  mature  democratic  emd  free-market 
institutions . 
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fhiestion: 

3.  What  is  the  current  situation  in  the  efforts  to  bring  the 
breaJc-away  province  of  Abkhazia  together  with  Georgia? 

--  Have  the  talks  made  amy  progress? 

--  What  role  are  the  Russiams  —  who  maintain  three    V^ 
military  bases  in  Georgia  --  playing  in  this  process?       ^ 

--  What  is  the  U.S.  policy  with  respect  to  promoting  a 
peacef\il  settlement? 

Answer; 

Negotiations  toward  a  political  settlement  continue, 
facilitated  by  the  UN  and  Russia  and  8uppoz:1:ed  by  the  U.S.  euid 
other  members  of  the  Friends  of  Georgia  group  (U.K.,  France  and 
Germany) .   The  sticking  point  in  the  negotiations  is  the 
character  of  the  territorial  system  that  will  be  established 
after  a  settlement.  While  the  Abkhaz  have  said  they  will 
accept  membership  in  a  federated  system,  they  continue  to 
insist  that  Abkhaz  emd  Georgian  territory  be  grcmted  equal 
status  within  the  federation.  The  Georgia  government, 
supported  by  the  international  comminity,  aupgues  that,  while 
Abkhazia  may  be  gremted  considerable  autonomy,  it  must  fall 
\inder  the  authority  of  the  government  in  Tbilisi.  The  United 
States  supports  the  sovereignty  and  territorial  integrity  of 
Georgia.  We  are  hopeful  that  ongoing  negotiations  will  result 
in  a  resolution  of  this  iiqpasse. 
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The  United  States  has  consistently  and  actively  supported 
the  ongoing  negotiation  process.  We  are  encouraging  the 
renewal  of  the  mandate  of  the  CIS  peacekeepers  and  the  UN 
observers  in  the  region  in  order  to  help  preserve  a  climate 
conducive  to  continued  constructive  negotiations.   The  region 
has  remained  relatively  peaceful  during  the  past  year,  and  a 
significant  number  of  families  who  had  been  displaced  by 
earlier  violence  have  returned  voluntarily  to  their  homes  in 
the  eastern  areas  of  Abkhazia. 
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Question  for  the  Record 

Siibmitted  to 

Ambassador-Designate  Jcunes  F.    Collins 

NIS  Senior  Coordinator 

by  Congressmcui  Chris  Smith 

Committee  on  International  Relations 

November  14,  1995 


Question; 

1.   A  trainload  of  undocumented  weaponry  from  Kazakstan 
(including  howitzers  smd  radars)  bound  for  North  Korea,  was 
reportedly  halted  by  Russiem  border  forces  at  the  Russian-North 
Korean  border  in  late  October.  What  do  we  know  cibout  this 
incident?  What  have  you  said  to  the  Kazakh  government  edxsut  it? 

Answer ; 

Russieui  customs  authorities  November  10  permitted  a 

shipment  of  arms  from  Kazakstem  --  detained  at  the  DPRK  border 

October  14  --  to  cross  into  North  Korea.   The  shipment 

included  24  1940s -vintage  antiaircraft  guns  and  some 

1950s-vintage  electronic  equipment.   Brokered  by  a  Singaporean 

con^emy,  this  shipment  did  not  significemtly  enhcuice  North 

Koreeui  military  capoQ>ilities .   In  subsequent  meetings  with  the 

United  States  and  South  Koreem  embassies  in  Almaty, 

authoritative  Kazakstani  Government  officials  promised  that 

KazoJcstcUi  would  not  permit  the  fiirther  sale  of,  any  weapons  or 

munitions  to  Pyongyamg. 
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Question  for  the  Record 

Submitted  to  James  F.  Collins 

Ambassador- at -Large  Designate  for  the  New  Independent  States 

by  Representative  Chris  Smith 

Committee  on  International  Relations 

November  14,  1995 


Question; 

Central  Asia  (2) :  What  is  the  status  of  talks  on  a  pipeline 
from  the  Tengiz  oil  field  in  Kazakstan?  What  is  the  problem  in 
moving  a  decision  forward?  Does  the  U.S.  have  a  position  on  a 
preferred  pipeline  route? 

Answer ;' 

It  is  our  understanding  that  the  Caspian  Pipeline 
Consortium  project  continues  to  have  problems  attracting 
financing  from  the  international  financial  institutions  and 
business  community,  because  it  does  not  meet  international 
standards  on  commercial  terms,  proportionality  of  contribution 
to  return,  and  trcuisparency.   We  understeuid  that  no  major  oil 
shipper  has  been  willing  to  participate  in  the  project  or 
provide  throughput  guarantees.   The  U.S.  encourages  the  parties 
to  restructure  the  project  to  meet  international  norms  and 
allow  it  to  attact  the  necessary  financing  to  proceed. 

The  U.S.  does  not  have  a  position  on  a  preferred  pipeline 
route  for  this  project.   Qur  policy  is  to  encourage  the 
development  of  multiple,  commercially  feasible,  pipeline  routes 
to  ensure  Caspieui  Basin  energy  development  and  safeguard  energy 
exports  against  interruption. 
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Question  for  the  Record 

Submitted  to  James  F.  Collins 

Ambassador-at -Large  Designate  for  the  New  Independent  States 

by  Representative  Chris  Smith 

Committee  on  International  Relations 

November  14,  1995 


Question: 

Central  Asia  (3) :   Construction  of  a  140  km  natural  gas 
pipeline  to  link  Turkmen  gas  fields  to  the  Iranicin  pipeline 
system  begein  in  October,  with  completion  expected  in  1997. 
Eventually,  Turkmen  gas  will  be  shipped  directly  to  Iran  for 
sale  on  international  markets,  bypassing  Russia.   How  will  Iran 
benefit  from  this  project?   What  is  the  U.S.  position  on  this 
project? 

Answer: 

The  project  will  benefit  Iran  by  providing  a  closer,  more 
efficient  source  of  natural  gas  for  Iran's  large  northern 
cities  (currently  supplied  with  oil  amd  gas  from  Iran's   Persian 
Gulf  fields) .   We  understand  that  Irsui  is  shouldering  the 
entire  cost  of  construction  of  the  project,  and   in  return  is 
receiving  free  Turkmen  gas  for  three  years.   After  that  the  gas 
will  be  sold  at  slightly  less  thein  market  cost.   There  are  not 
currently  euiy  firm  plans  to  ship  Turkmen  gas  through  Iran  for 
sale  on  international  markets.   An  earlier,  more  ambitious 
private  sector  plan  to  ship  the  gas  to  Turkey  is  on  hold,  due 
to  the  project's  inability  to  attract  the  necessary  fineuicing. 

U.S.  sanctions  against  Iran  prohibit  U.S.  persons  from 
participation  in  this  project,  because  it  involves  trade  with 
emd  investment  in  Iran.   In  addition,  U.S.  law  prevents  this 
project  from  receiving  eUiy  USG  finemcing  such  as  from  Eximbank 
or  OPIC.   The  U.S.  would  also  oppose  financing  for  Iram  by 
international  fineuicial  institutions.   These  Scuictions  euid  laws 
have  undoubtably  made  it  difficult  to  attract  the  international 
finauicing  needed  to  build  a  larger,  longer  pipeline  to  Western 
markets . 

At  the  same  time,  the  USG  advocates  the  development  of 
additional  export  routes  for  oil  and   gas  from  the  Caspicui 
region  in  order  to  ensure  the  independence  euad  sovereignty  of 
countries  such  as  Turkmenistan.   Turkmenisteui' s  dependence  on 
the  former  Soviet  gas  pipeline  system  has  restricted  its 
eJsility  to  sell  its  natursd.  gas  on  international  meurkets.   We 
support  the , development  of  additional  export  routes  amd 
opportunities,  including  a  pipeline  to  PeJcistan  when  conditions 
in  Afghemistem  are  conducive. 
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Question  for  the  Record 

Submitted  to  James  F.  Collins 

Ambassador-at -Large  Designate  for  the  New  Independent  States 

by  Representative  Chris  Smith 

Committee  on  International  Relations 

November  14,  1995 


Question: 

Central  Asia  (4 . ) :   Do  you  expect  the  upcoming  presidential 
elections  (Dec.  24)  in  Kyrgyzstan  to  be  free  and  fair? 

What  role  is  the  United  States  playing  in  the  run-up 
to  these  elections? 


Answer ; 

The  United  States  is  hopeful  that  the  December  24 
presidential  elections  in  Kyrgyzstan  will  be  free  and  fair.   A 
total  of  six  candidates,  including  President  Akayev,  will  be  on 
the  ballot.   Kyrgyzstan  has  an  established  reputation  as  a 
leader  in  democratic  reform  in  Central  Asia,  and  we  are  pleased 
it  will  be  conducting  open  presidential  elections. 

The  United  States  has  made  funds  availeOjle  to  the 
International  Foundation  for  Electoral  Systems  (IFES) ,  the 
International  Republican  Institute  (IRI) ,  and  the  National 
Democratic  Institute  (NDI)  for  training  and  education  in 
Kyrgyzstan  during  the  pre-election  period.   Qur  Ambassador  in 
Bishkek  has  underscored  to  Kyrgyzstani  officials  our  support 
for  the  valuable  programs  these  organizations  are  offering. 
The  United  States  will  also  support  election  monitoring  by 
Americem  NGOs  and  a  UN/OSCE  delegation,  and  our  Embassy  in 
Bishkek  is  following  closely  election  developments. 
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Questions  for  the  Record 

Submitted  to 

Richard  L.  Momingstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  D.S.  Assistance  to  the  NIS 

by  Chairman  Benjamin  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Coordination  of  Rule  of  Law  and  Law  Enforcement  Training 
Programs  in  the  NIS: 


QUESTION; 

48.  Mr.  Morningstar,  are  you  satisfied  that  there  is 
sufficient  coordination  eimong  AID,  State,  the  FBI,  and  other 
U.S.  Government  agencies  involved  in  the  effort  to  promote  rule 
of  law  and  provide  assistance  for  criminal  justice  improvements 
and  law  enforcement  training  in  the  NIS? 

49.  Who  is  responsible  for  such  coordination? 

50.  How  do  such  programs  interact  with  and  reinforce  U.S. 
efforts  to  assist  in  building  proper  export  control  systems  and 
stemming  proliferation  of  weapons  of  mass  destruction  and 
related  technology  from  the  NIS? 

ANSWER: 


Fighting  the  rapid  rise  in  crime  in  the  NIS  is  one  of  the  top 
priorities  of  our  assistance  efforts.   The  growth  of  crime  has 
undermined  NIS  citizens'  faith  in  the  reform  process, 
discouraged  Western  investment,  and  its  spillover  into  the  U.S. 
threatens  to  overwhelm  our  law  enforcement  agencies .  Nuclear 
smuggling  and  proliferation  of  other  weapons  of  mass 
destruction  and  related  technology  from  the  NIS  are 
particularly  disturbing  types  of  crimes  which,  if  successful  by 
terrorists  or  rogue  states,  threaten  our  security. 

We  have  made  significant  progress  in  implementing  and 
coordinating  assistance  programs  to  address  crime,  nuclear 
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smuggling  and  related  export  control  issues,  but  I  am  not 
satisfied  that  there  is  sufficient  coordination  yet.   More 
remains  to  be  done. 

He  have  begun  to  examine  how  law  enforcement  can  play  a  more 
significant  role  in  our  economic  progrcuns.   For  exeunple,  the 
FBI  has  consulted  closely  with  other  agencies  involved  in  our 
technical  assistance  effort  to  put  together  a  training  program 
to  help  fight  Intellectual  Property  Rights  violations  in  the 
NIS.   In  addition,  we  believe  that  enforcement  issues  should  be 
considered  as  progreuns  are  designed  to  implement  a 
privatization  program,  in  Ukraine,  for  example.   In  that 
regard,  I  am  pleased  that  the  Department  of  Justice  plans  to 
place  a  Resident  Advisor  in  Kiev  to  provide  expertise  on  issues 
related  to  enforcement  of  banking  and  other  financial 
regulations . 

He  have  made  remarkable  progress  in  implementing  a  law 
enforcement  training  program  in  Russia,  Ukraine,  Belarus,  and 
Kazakstan.   In  less  than   a  year,  FBI  and  other  law  enforcement 
agencies  have  trained  approximately  2000  NIS  law  enforcement 
officials.   The  Department  of  Justice's  Resident  Advisors  in 
Moscow  have  had  significant  input  into  the  shaping  of  key 
criminal  justice  legislation  pending  in  Russia,  and  USAID's 
rule-of-law  program  has  contributed  to  a  major  reform  of  the 
curriculum  in  the  Procuracy  Training  Institute  in  Moscow.   He 
coordinate  these  programs  through  a  sub-group  of  the  Assistance 
Coordination  Group  and  through  interagency  meetings  as  needed. 
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On  a  separate  track,  from  FY92-95  under  the  DoD  Cooperative 
Threat  Reduction  program,  we  have  provided  assistance  to 
Russia,  Ukraine,  Kazakstan  and  Belarus  to  develop  and  enhance 
their  export  control  capabilities.   CTR  funds  provide  support 
for  export  control  assessments;  nuclear  nonproliferation 
seminars;  development  of  legislation;  licensing  and  enforcement 
training,  automation  equipment,  and  other  specialized  detection 
and  enforcement  equipment  (radiation  detectors,  hand-held  metal 
monitors,  pursuit  vehicles,  etc.).  This  assistance  is  provided 
through  the  Departments  of  Commerce,  Energy,  Defense  and 
through  U.S.  Customs,   Assistance  has  been  coordinated  through 
an  interagency  working  group  led  by  State  Political  Military 
Bureau . 

In  FY96,  export  control  activities  will  be  funded  by  the  State 
Department  under  the  Hon  Proliferation  and  Disarmaunent  Fund 
(HDF) .  The  NDF  funds  also  support  other  nonproliferation 
projects,  including  those  in  the  nuclear  smuggling  related 
area.   The  NDF  can  be  used  to  support  assistance  efforts  in  the 
MIS  states  which  are  not  eligilble  for  assistance  under  the  CTR 
program. 

I  am  responsible  for  ensuring  the  coordination  of  all  U.S. 
assistance  to  the  Newly  Independent  States  as  the  President's 
Special  Advisor  for  this  purpose.   Given  the  nxunber  of  agencies 
involved  in  providing  assistance  "to  address  anti-crime  and 
nuclear  smuggling  related  issues,  I  have  been  concerned  about 
how  to  most  effectively  ensure  coordination  of  these  efforts. 
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I  believe  more  should  be  done  to  integrate  auid  Improve 
cooperation  and  Information  sharing  among  these  various 
programs  to  ensure  they  are  complementary  and  supplementary. 
Without  strong  centralized  coordination  there  could  be  serious 
gaps  in  our  assistance  efforts.   There  also  appear  to  be 
possible  economies  of  scale,  particularly  in  the  enforcement 
training  area,  which  we  should  take  advantage  of  to  reduce 
costs  overall  to  our  assistance  programs.   The  nuclear 
smuggling  issue  has  been  addressed  in  part  under  the  law 
enforcement  activities  as  euiother  form  of  crime;  in  part 
through  the  DoD  CTR  export  control  efforts  and  in  part  through 
NDF  nonprollferatlon  activities.   Also  the  International  Law 
Enforcement  Academcy  (ILEA)  in  Budapest,  Hungary  has 
incorporated  a  nuclear  smuggling  component  to  its  curriculum. 

I  am  reviewing  all  of  these  existing  agency  programs  to  ensure 
they  are  coordinated  and  Integrated  into  our  overall  assistance 
efforts  through  the  Interagency  Assistance  Coordination  Group. 
Based  on  this  review,  I  expect  to  develop  recommendations  on 
how  to  improve  the  integration  of  our  nuclear  nonprollferatlon 
and  technical  assistance  efforts  into  the  antlcrime  program. 
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Quest:  ions  for  the  Recoj  d 

Submitlied  t.o 

Ricliartl  I>.  Momingstiai 

Special  Adviser  to  the  President  and  Sicretary  of  State 

on  U.S.   Assistance  to  the  NIS 

by  Chairman  Benjamin  Giljoan 

Committee  on  International  Relations 

November  14,  1995 


Projected  FY  1996  Funding  for  I.a»r  Enforcontint  Training  in  the 
NIS 

Mr.  Morningstar  and  Mr.  Dine,  if  I  aim  correct,  about  twenty  and 
one-half  million  dollars  in  FY  95  assistance  is  being  used  for 
law  enforcement  training  and  related  activities  in  the  NIS  and 
in  Eastern  Europe.   The  FY  1996  Foreign  Operations 
Appropriations  Act,  if  enacted,  would  requ.'re  that  about  twelve 
ad  one-half  dollars  in  assistance  funds  be  spent  on  such 
activities  in  the  two  regions. 

QUESTION: 

51.   Given  the  extent  of  the  problem  of  criniie  and  corruption  in 
the  two  regions,  do  you  intend  to  maintain  funding  for  such 
activities  at  the  FY  1995  level  plus  about  $10  million  for 
related  Rule  of  Law  programs? 


ANSWER: 

The  U.S.  assistance  program  places  a  high  priority  on 
anti-c#ime  and  corruption  activities.   In  FY  95,  up  to  $30 
million  in  FSA  and  SEED  funds  was  allocated  for  criminal  reform 
activities  in  the  NIS  and  Central  Europe.   Approximately  $20 
million  was  allocated  for  law  enforcement  assistance  alone. 

Between  the  FSA  and  SEED  accounts,  we  will  allocate  at 
least  $12.6  million  for  law  enforcement  training,  with  a  still 
undetermined  amount  for  rule  of  law  prograns. 
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This  year,  there  are  significant  budget  cuts  across  the 
board,  especially  in  Russia.   Congress  was  very  clear  about  the 
FY  96  earmark  for  $12.6  million  for  the  NIS  and  Central  Europe; 
we  will  expend  at  least  this  much.   This  n&w  money,  plus  a 
significant  amount  for  NIS  law  enforcement  being  carried  over 
from  last  year,  should  enable  us  to  maintain  a  credible  program 
in  this  very  tight  budget  environment. 
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Questions  for  the  Record 

Submitted  to 

Richard  L.  Momingstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  D.S.  Assistance  to  the  HIS 

by  Chairman  Benjamin  Gilman 

Committee  on  International  Relations 

Novonber  14,  1995 


PEACE  CORPS: 
QUESTION: 


Roughly  4  0%  of  the  Peace  Corps'  funding  for  its  education  an 
small  business  development  progrcims  in  the  NIS  has  been 
transferred  to  it  from  AID. 

52.   Mr,  Morningstar,  do  you  feel  that  the  Peace  Corps' 
education  programs  —  revolving  largely  around  the  teaching  of 
English  in  high  schools  in  the  NIS  —  serve  an  important  role 
in  transforming  the  politics  and  economies  of  the  NIS? 


ANSWER: 

52.   The  teaching  of  English  is  just  one  of  several  components 
of  the  Peace  Corps  education  programs  offered  in  the  NIS.   The 
teaching  of  English  is  important  for  transforming  the  politics 
and  economies  of  the  NIS  for  at  least  two  reasons:   English  is 
now  the  universal  language  of  international  education, 
commerce,  and  communication  (replacing  French  and  even  Russian 
in  parts  of  the  NIS) .   As  such,  it  is  the  key  link  with  the 
western  world,  its  institutions  of  higher  education,  its 
academic  and  professional  journals,  the  world  of  commerce, 
trade,  and  telecommunications.   Without  English,  citizens  of 
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the  NIS  would  find  it  difficult  to  participate  fully  in  the 
world  economy.   But  another,  equally  important  reason  for 
teaching  English  in  the  NIS,  is  that  language  and  culture  are 
inextricably  mixed  in  such  a  way  that  when  our  citizens  provide 
such  training,  we  inevitably  communicate  our  democratic  values 
and  provide  others  with  a  window  of  understanding  into  all  of 
our  institutions  and  traditions,  not  just  those  relating  to 
commerce  and  trade. 

Some  three  hundred  fifty  Peace  Corps  English  teachers  are 
currently  teaching  fifty  thousand  students  and  working  with 
hundreds  of  teachers  across  the  NIS.   In  fact.  Peace  Corps 
volunteers  are  the  only  Americans  that  have  ever  come  to  many 
small  villages — and  their  role  in  the  community  goes  far  beyond 
teaching.   During  their  two-year  tour,  these  volunteers  involve 
their  students  and  other  citizens  in  outreach  activities  that 
take  them  out  into  the  community  and  bring  the  community  into 
the  school,  something  quite  alien  to  the  former  Soviet  system 
and  necessary  for  democracy  to  work.   Students  work  on  their 
English  in  a  multitude  of  contexts  that  support  democratic 
grass-roots  participation  in  the  environment,  , radio  progrsuns, 
debate  clubs  and  other  programs  similar  to  U.S.  institutions. 
Peace  Corps  hag  also  played  a  role  in  the  formation  of  NIS 
teacher  associations  and  the  formation  of  other  grass-roots 
professional  organizations.   Indeed,  one  participant  reported, 
"You  are  not  just  teaching  us  English,  you  are  teaching  us  a 
new  way  to  see  the  world." 
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Questions  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  the  Secretary  of  State 

by  Chairman  Oilman 

Committee  on  International  Relations 

November  14,  1995 

Question: 

53.   How  well  do  Peace  Corps  volunteers  do  in  supporting  small 
business  development  compared  with  volunteers  from 
organizations  such  as  the  International  Executive  Service  Corps 
and  the  Citizens  Democracy  Corps?  Compared  with  small  business 
development  efforts  conducted  by  AID  contractors? 


Answer; 

Peace  Corps,  USAID  and  its  contractors,  including  lESO  and 
CDC,  work  together  well  and  effectively  in  the  NIS.   They 
usually  work  at  different  levels  and  at  different  activities, 
but  when  there  is  an  overlap,  efforts  are  complementary  rather 
than  competitive.   We  would  be  hard-pressed  to  say  which  group 
is  more  effective  because  their  approaches  are  completely 
different.   Peace  Corps  volunteers  live  in  the  communities  for 
several  years,  speak  the  language  and  know  the  culture.   They 
are  working  to  build  long-term  community  or  municipal  support 
in  their  transition  to  a  market  economy.   USAID  contractors 
also  provide  a  medium-term  contribution  to  biilsiness  development 
by  implementing  programs  directly.   lESC  and  CDC  volunteers 
bring  their  life-long  experiences  for  a  limited  period  of  time, 
and  return  to  the  U.S.   We  believe  that  it  is  in  the 
flexibility  and  the  variety  of  assistance  that  all  these 
institutions  can  provide  together  or  separately  that  the 
effectiveness  of  our  small  business  assistance  progreims  should 
be  gauged. 
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Questions  for  the  Record 

Sulnitted  to 

Richard  L.  Momingstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  U.S.  Assistance  to  the  NIS 

by  Chairman  Benjamin  Gilinan 

Committee  on  International  Relations 

November  14,  1995 


PARLIAMENTARY  ASSISTANCE 


QUESTION: 

The  parliaments  of  Ukraine  and  Russia  have  been  the  biggest 
beneficiaries  of  assistance  from  AID  through  the  Congressional 
Research  Service  and  other  contractors .   It  would  seem  that 
much  more  work  has  been  done  in  Ukraine  than  in  Russia, 
however,  under  the  CRS  contract - 

54.   If  correct,  why  is  that? 


ANSWER: 

Both  Russia  and  Ukraine  have  received  parliamentary 
assistance.   In  the  case  of  Russia,  we  tried  to  coordinate  our 
assistance  with  other  donors;  for  example,  the  International 
Republican  Institute  (IRI)  and  the  National  Democratic 
Institute  (NDI)  have  worked  with  several  German  organizations, 
the  Adenauer  Foundation  and  the  Zeidel  Foundation,  as  well  as 
with  the  Canadian  Parliamentary  Center  to  do  the  bulk  of  the 
work.   In  addition,  experts  from  the  World  Bank  and.   other 
organizations  took  part  in  the  joint  working  group  (set  by  the 
German  side's  proposal)  to  draft  law  on  investments  in  the 
NIS.   The  Canadian  program  provides  only  technical  assistance 
(no  equipment)  and  is  targeted  at  regional  legislatures  where 
they  are  coordinting  their  activities  with  NDI.   German  donors 
have  also  provided  the  Parliament'  with  telecommunication 
equipment  while  the  European  Union  has  provided  the  Automation 
Department  of  the  Federation  Council  with  some  equipment. 
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In  the  case  of  Ukraine,  we  felt  our  assistance  was  not  only 
wanted,  but  needed,  as  other  donors  were  not  as  quick  to 
respond  as  in  Russia.   For  example,  the  Council  of  Advisors 
(directly  funded  by  Soros)  has  only  once  in  five  years  assisted 
with  technical  equipment  on  a  small  scale.   The  British  Know 
How  Fund  and  the  European  Union  are  just  now  beginning  to 
provide  assistance  on  a  meaningful  scale — (EU  total  assistance 
package  more  or  less  directly  related  with  parliament  comes  to 
approximately  5  million  ECU.) 
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Qaestions  for  tbe  Record 

Sabait:ted  to 

Ricbard  J..   Momlngstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  U.S.  Assistance  to  the  NIS 

by  Chaiman  Benjamin  Gilman 

Committee  on  International  Relations 

November  14,  1995 


QUESTION: 

55  -   How  many  contractors  or  OS  Government  agencies  are 
involved,  directly  or  indirectly,  with  the  improvement  of 
parliamentary  capabilities  and  procedures  in  Moscow  and  Kiev? 
How  are  their  activities  coordinated?   Is  there  any  duplication 
of  effort? 


ANS1«ER: 

There  are  two  organizations,  including  a  USG  agency  devoted 
directly  and  one  grantee  indirectly  involved  with  the 
improvement  of  parli2unentary  capabilities  and  procedures  in 
Moscow  and  Kiev,  two  in  Moscow  (Harvard  Institute  for 
International  Development  and  Congressional  Research  Service 
(CRS),  and  two  (CRS  and  US/Dkraine  Foundation)  in  Kiev. 
Several  other  contractors  may  from  time  to  time  work  with 
individual  parliamentary  reformers  on  targetted  activities  such 
as  legislative  drafting  and  election  support.   These  would 
include  National  Democratic  Institute,  International  Republican 
Institute  and  International  Foundation  for  Electoral  Systems. 
Their  activities  are  coordinated  by  our  office  and  in  the  field 
through  the  interagency  working  group  process .   As  in  other 
areas,  we  strive  to  eliminate  duplication  of  effort,  and  we 
have  been  working  with  other  donors  to  ensure  maximum  impact 
with  diminished  USG  resources. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

on  NIS  Assistance 

by  Chairman  Oilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

56.   The  U.S.  has  funded  assistance  for  political  party 
training  in  the  NIS  for  several  years  now.   How  successful  has 
this  effort  been  in  creating  strong,  viable,  reformist 
political  parties? 

Answer; 

U.S.  assistance  in  the  area  of  political  'party-building  can 
only  have  a  significant  impact  if  the  recipient  country  has  in 
place  the  building  blocks  needed  to  create  a  political  party 
system.   In  many  of  the  NIS  countries,  these  building  blocks 
are  gradually  being  formed,  although  in  some  NIS  countries, 
this  process  has  not  yet  begun.   In  Russia,  for  example,  the 
recent  parliamentary  elections  were  largely  personality-based, 
even  though  the  dozens  of  voting  blocs  did  try  to  differentiate 
themselves — with  limited  success — through  their  positions  on  a 
few  high-profile  issues,  namely  the  future  course  of  economic 
reform  and  the  perceived  weakness  of  the  Russian  state. 

In  the  NIS,  U.S.  political  party-building  assistance  has 
focused  on  helping  various  political  organizations  or  "parties" 
to  refine  their  messages  and  platforms,  and  to  build 
coalitions.   So  far,  however,  what  little  political-party 
development  there  has  been  has  usually  occurred  in  conjunction 
with  local  or  national  elections.   Once  the  elections  are  over, 
the  various  electoral  cimalgamations  tend  to  fragment  back  into 
their  constituent  parts.   Only  in  the  long  run  will  these  ad 
hoc  organizations  be  able  to  become  a  more  permanent  feature  of 
the  NIS  political  landscape.   In  the  meantime,  U.S. 
democracy-building  assistance  will  focus  more  on  promoting  the 
development  of  a  civil  society  and  the  decentralization  of 
political  power  through  the  democratization  of  regional 
governments  and  institutions. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

for  Assistance  to  the  NIS 

by  Chairman  Gilman 

House  Committee  on  International  Relations 

November  14,  1995 


Question : 

57.  Mr.  Morningstar,  please  provide  us  with  a  detailed  summary 
of  the  likely  final  appropriation  amounts  or  allocations  for 
FY96  for-  the  following  accounts  and  prograiriS  as  far  as  they 
concern  the  NIS: 

AID,  USIA,  Peace  Coirps,  State  NDF,  EXIK,  OPIC,  TDA,  USDA, 
DOD  Nunn-Lugar,  DOD  and  State  P4P,  IMET,  DOE  nuclear 
reactor  safety  and  other  assistance,  and  Commerce 
assistance. 


Answer: 

Our  current  estimates  are  as  follows: 

From  the  Foreign  Operations  Appropriation  NIS  Account ; 


AID 
OS  I A 

DOE/NRC/EBRD 
Peace  Corps 
Law  enforcement 
TDA 

Commerce 
State  P4P 


(millions) 
420.2 
31 

23.3   (nuclear  reactor  safety  prograuns) 
10.5-14  (still  being  discussed) 
8   (remainder  of  earmark  from  SEED) 
0-10  (still  being  discussed) 
3 
7.8   (Warsaw  Initiative) 


From  other  agency  budgets: 


EXIM 

OPIC 

TDA 

DSIA 

DOD/Nunn  Lugar 

USDA  PL480 

DOD  P4P 

State  NDF 

DOE 

nuke  safety 

MPC&A 

IPP 

Other 


To  be  determined  by  demand 
To  be  determined  by  demand 
2 

24 
300 
121 

40 

10 


(world  wide  figure) 


27 
70 
10 
27.5 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

for  Assistance  to  the  NIS 

by  Chairman  Gilman 

House  Committee  on  International  Relations 

November  14,  1995 


Question! 


58.   Will  further  amounts  of  assistance  for  the  NIS  be  made 
available  through  the  base  budgets  of  agencies  such  as  the 
Environmental  Protection  Agency,  Federal  Highway  Administration 
and  others? 

Answer 

Some  other  agencies  have  contacts  with  NIS  countries  funded  in 
their  base  budgets.   These  are  very  small  and  part  of  these 
agencies  normal  activities. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

for  Assistance  to  the  NIS 

by  Chairman  Gilman 

House  Committee  on  International  Relations 

November  14,  1995 


Question; 

59.   Mr.  Morningstar  and  Mr.  Dine,  the  FY96  Foreign  Operations 
bill>  if  enacted,  would  earmark  by  country  and  by  program  a 
considerable  eunount  of  the  $641  million  to  be  appropriated  for 
the  Newly  Independent  States. 

Please  provide  us  with  your  plans  as  to  how  you  intend  to  carry 
out  the  earmarks  in  the  FREEDCM  Support  account  if  those  are 
enacted  into  law. 

Answer; 

Discussions  regarding  each  of  the  earmarks  is  ongoing.   We  will 

consult  with  your  committee  before  making  any  final  decisions. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

for  Assistance  to  the  NIS 

by  Chairman  Gilman 

House  Committee  on  International  Relations 

November  14,  1995 


Question; 

60.   What  constraints  will  you  face  as  a  result  of  those 
earmarks?   (Please  provide  concrete  examples.) 


Aniswer: 


The  major  and  obvious  constraint  is  the  limited  overall  funding 
and  the  significant  niunber  of  earmarks,  including  several  very 
large  ones.   The  $641  million  total  for  the  NIS  is  nearly  $150 
million  below  our  request,  a  request  that  did  not  cover  NIS 
programs  in  other  agencies'  budgets.   The  $641  million  will 
have  to  fund  several  of  these  agencies'  programs,  due  to  the 
failure  of  appropriations  committees  to  provide  adequate  funds 
for  these  agencies'  NIS  prograuns .   Specifically,  we  will  have 
to  provide  funds  to  USIA,  DOE,  Peace  Corps  and  TDA  to  make  up 
for  funds  not  appropriated  to  them  for  their  NIS  programs .   The 
very  large  earmarks  for  Ukraine  and  Armenia  leave  inadequate 
resources  for  Russia,  Moldova  and  the  Central  Asian  Republics. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

61.  Mr.  Morningstar  and  Mr.  Dine,  please  provide  us  with  the 
latest  figures  for  the  "pipeline"  in  the  NIS  assistance 
account,  i.e.,  obligations  minus  expenditures,  as  well  as  the 
total  of  unobligated  funds  under  the  prograim. 


Answer; 

Of  the  $3.9  billion  appropriated  under  the  FREEDOM  Support 
Act  for  NIS  assistance  through  FY  1995,  $3.5  billion  had  been 
obligated  and  $1.9  billion  expended  as  of  September  30,  1995. 
Unexpended  obligations  totaled  $1.6  billion,  including  $406 
million  in  OPIC  and  Export-Import  Bank  guarantees,  which  are 
not  intended  to  be  expended.   Unobligated  funds  totaled  $402 
million  as  of  September  30,  1995. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  To  The  President  and  Secretary  of  State 

by  Cbairmsm  Gilman 

Committee  on  International  Relations 

November  14,  1995 


QUESTION: 


62.   Please  explain  for  what  purpose  any  unobligated  funds  will 
be  eventually  obligated. 


ANSHER: 

Unobligated  funds  will  be  used  to  achieve  the  same  broad 
purposes  of  economic  and  democratic  reform  as  we  have  been 
pursuing  with  previous  funding.   Specific  activities,  such  as- 
efforts  in  tax  reform  or  election  support,  are  defined  as 
opportunities  to  work  with  reformers  in  these  areas  and  as 
costs  are  determined. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  To  The  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


QUESTION: 

63 •  Would  a  move  from  "no  year"  to  "two  year"  appropriations 
under  this  account  make  for  a  smaller  "pipeline"  and  less  of  an 
unobligated  balance,  or  not? 


ANSWER: 

A  move  from  "no  year"  to  "  two  year"  appropriations,  while  it 
could  conceivably  reduce  the  size  of  the  unobligated  balance 
somewhat,  would  hurt  the  effectiveness  of  our  assistance 
programs  by  reducing  flexibility  and  potentially  setting  up  a 
situation  where  agencies  will  feel  pressured  to  commit  and 
spend  funds  before  they  can  have  the  greatest  impact .   For 
example,  in  any  assistance  program,  it  is  absolutely  critical 
that  we  have  appropriate  interlocutors  and  local  "partners" 
before  we  undertake  a  large  scale  project.   This  will  ensure 
that  whatever  changes  are  warranted  are  actually  undertaken  by 
the  recipient  country.   Excessive  focus  on  unobligated  funds 
can  create  a  "dollars  out  the  door"  mentality  where  progreims 
and  agencies  are  judged  on  how  rapidly  funds  are  obligated  and 
spent.   This  is  frankly  dysfunctional  and  contrary  to  US 
national  interests  in  the  administration  of  assistance 
programs.   Therefore,  we  strongly  believe  that  "no  year" 
appropriations  are  much  more  suited  to  these  types  of 
prograuns .   They  go  along  way  to  helping  to 
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ensure  that  all  funds  are  spent  wisely  and  with  maximum  impact, 
even  though  it  may  result  in  the  "spend  out  of  funds"  occurring 
over  a  somewhat  longer  period  of  time. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Oilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

71.   Please  illustrate  in  detail  how  the  transfer  of  $5  million 
in  Freedom  Support  Act  assistance  funds  in  FY  1996  to  the 
National  Science  Foundation' s  Research  and  Development 
Foundation  for  private  sector  linkages  between  scientists  and 
engineers  in  the  US  and  the  Newly  Independent  States  will 
support  the  goals  of  market-based  economic  reform  in  the  NIS. 

Answer;   There  has  been  no  transfer  of  funds  from  the  Freedom 
Support  Act  (FSA)  to  the  Civilian  Research  and  Development 
Foundation  (CRDF) .   The  National  Science  Foundation  established 
the  CRDF  in  August  of  1995.   NSF  funded  the  CRDF  with  an 
initial  grant  of  $5  million  as  authorized  from  the  DoD 
Cooperative  Threat  Reduction  (CTR)  program  which  NSF  matched 
with  an  additional  $5  million  it  had  obtained  from  the  private 
Soros  Foundation,  giving  the  CRDF  initial  operating  capital  of 
$10  million.   DoD  had  proposed  to  obligate  an  additional  $5 
million  from  CTR  funds,  but  Section  511  of  PL  102-511  requires 
that  any  DoD  funds  for  the  CRDF  must  be  matched  by  non-DoD 
funds.   The  Coordinator  of  NIS  Assistance  proposed  that 
Congress  eliminate  the  matching  funds  requirement  to  allow 
release  of  the  remaining  DoD  $5  million  proposed  to  be 
obligated  for  the  CRDF.   The  CRDF  has  just  recently  announced 
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its  first  request  for  research  proposals  for  research  proposals 
using  the  initial  $10  million.   None  of  these  funds  have  been 
obligated  yet  for  projects.   Thus  it  appears  premature  to 
provide  any  FSA  funding  at  this  time.   The  CRDF  needs  to 
establish  that  it  is  an  effective  way  to  provide  NIS  scientists 
and  engineers  productive  civilian  employment  opportunities .   As 
the  CRDF  builds  a  track  record,  additional  FSA  funding  to 
support  CRDF  activities  will  be  considered. 

The  CRDF  intends  to  support  projects  which  will  develop 
high  technology  products  and  will  bring  together  scientists, 
engineers  and  entrepreneurs  from  both  the  OS  and  Russia.   This 
will  assist  in  exposing  NIS  researchers  to  US  and  Western 
business  practices. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 

Question; 

72-   The  House  Appropriations  Committee  report  on  the  FY  1996 
Foreign  Operations  Appropriations  Act  "suggests"  that  $5 
million  be  transferred  to  the  NSF's  R&D  Foundation.   Do  you 
expect  to  follow  that  guidance,  and,  if  so,  what  coordination 
and  oversight  will  the  Office  of  the  Assistance  Coordinator 
exert  over  that  transfer  and  subsequent  expenditures? 

Answer:   Recognizing  the  Congressional  suggestion,  the 
Assistance  Coordinator  will  consider  a  transfer  of  additional 
funding  to  the  Civilian  Research  and  Development  Foundation 
(CRDF)  if  additional  support  appears  warranted  and  can  be  met 
within  the  reduced  funding  levels  available  for  such 
assistance.   Currently,  the  Coordinator's  Office  does  not 
expect  to  transfer  any  funds  to  the  CRDF  as  it  has  just  begun 
operations  and  has  iTt>t  established  a  track  record  with  its  $10 
million  of  existing  funds.   The  Coordinator's  office  is  working 
with  the  Executive  Director  of  the  CRDF  to  ensure  U.S. 
assistance  provided  through  the  Foundation  is  consistent  with 
overall  US  assistance  goals  and  that  the  program  is  coordinated 
with  other  US  NIS  assistance  efforts  in  the  science  and 
technology  area.   The  Coordinator  continues  to  support 
Congressional  elimination  of  the  matching  funds  requirement  in 
PL  102-511  to  allow  $5  million  from  DoD  Cooperative  Threat 
Reduction  funds  to  be  released  for  support  of  CRDF  proposals. 
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Question  for  the  Record 

Sul»nitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Oilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

73:   In  what  ways  are  US  assistance  programs  in  Russia,  Ukraine 
and  the  other  ten  states  coordinating  with  the  EU  aid  progreim 
to  ensure  that  there  is  no  duplication  of  effort  and  to  try  to 
cooperate  with  each  other  where  that  is  helpful? 


Answer: 

Since  the  inception  of  our  assistance  program,  the 
Coordinator' s  Office  has  held  regular  consultative  meetings 
with  officials  from  the  European  Union's  TACIS  program  on  a 
semi-annual  basis  and  less  formal  consultations  much  more 
frequently.   Representatives  of  USG  agencies  providing 
assistance  to  the  NIS  —  especially  USAID,  but  also  USDA, 
Treasury  and  other  agencies  involved  in  our  assistance  effort 
—  have  been  active  participants  in  these  consultations .   In 
the  past,  particularly  as  the  Europeans  remained  in  a  start-up 
mode  while  we  moved  ahead  to  deliver  large  amounts  of 
assistance  to  the  NIS  countries,  these  formal  consultations 
largely  involved  exchanges  of  information  to  help  guide  program 
planning. 

At  a  meeting  in  Brussels  in  early  November,  and  a  follow-up 
in  Washington  with  the  EU  Director  General  for  External 
Relations  with  Central  Europe  and  Russia  in  January,  we  and  the 
EU  agreed  on  an  expanded  coordination  effort.   As  TACIS 
programs  have  begun  to  come  on  stream  while  budgetary 
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constraints  force  a  decline  in  the  eunount  of  USG  assistance, 
both  the  EU  and  we  believe  it  is  necessary  to  coordinate  more 
closely  at  all  levels.   Thus,  in  November  in  Brussels,  we 
agreed  to  cooperate  in  future  program  planning  based  on  the 
principle  of  "comparative  advantage"  (who  is  better  capable  of 
doing  what)  and  taking  account  of  our  respective  budgetary 
realities.   This  admittedly  more  ambitious  coordination  effort 
will  involve  meetings  at  headquarters,  between  the  field 
missions  and  between  implementers/contractors  to  avoid 
duplication  of  effort  and  make  both  TACIS  and  our  programs  more 
efficacious  and  cost-effective. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question: 

74 :   Please  provide  at  least  ten  examples  of  instances  in  which 
either  US  aid  agencies  or  ED  aid  agencies  decided  to  forego 
work  on  a  given  project  in  order  to  leave  it  to  the  other  to 
carry  forward  without  wasteful  duplication. 


Answer; 

Both  we  and  the  ED  have  long  req[uired  that  proposals  for 
new  projects  justify  funding  by  taking  into  account  efforts  by 
other  donors.   This  mechanism  has  insured  that  virtually  no 
individual  project  represents  duplication  of  another  donor's. 
In  addition,  differences  in  approach  and  expertise  have  meant 
that  whole  sectors  have  been  left  to  one  or  another  donor. 
Thus,  TACIS  was  set  up  by  the  ED  to  provide  technical 
assistance  only  and  does  not  provide  assistance  in  the  trade 
and  investment  fields.   The  ED  has  not  placed  WTO/GATT  advisers 
with  the  Russian  or  Dkrainian  governments  as  we  have  and  has 
not,  for  example,  instituted  a  customs  technical  assistance 
program  such  as  ours  in  Ukraine.   At  the  same  time,  we  have  not 
started  programs  in  transportation,  telecommunications,  civil 
service  training,  or  human  resource  training  like  the 
Europeans .   The  Europeans  have  not  gotten  involved  in  the 
private  housing  sector  in  Russia,  while  we  have.   The  EU  has 
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not  implemented  any  programs  in  urban  land  reform  in  Ukraine, 
while  we  have.   The  EU  has  implemented  a  social  security 
assistance  program  in  Russia,  while  we  have  not. 

At  our  consultations  with  the  EU  in  November,  we  agreed  to 
a  further  future  division  of  labor  based  on  comparative 
advantage  and  budegtary  constraints.   Thus,  we  determined  not 
to  get  involved  in  the  privatization  of  bread  corporations  or 
trade  in  agricultural  products  in  Caucasus  and  Central  Asia, 
but  to  leave  these  to  the  EU.   We  plan  to  cease 
post-privatization  supprot  to  restructure  individual  firms  in 
Russia  and  leave  these  to  the  EU.   We  will  leave  further 
agricultural  assistance,  oil  and  gas  development,  and  coal 
sector  restructuring  in  Russia  to  the  EU  (and  other  donors) . 
We  also  expect  the  EU  to  pick  up  more  elements  of  capital 
markets  assisteuice  in  Russia  as  we  reduce  our  involvement  there. 

In  other  areas,  we  and  the  EU  have  agreed  to  deepen 
coordination  so  that  progrsuns  in  the  same  sector  (e.g., 
privatization  and  energy  in  Ukraine)  are  parceled  out  to  donors 
in  complementary  fashion  and  do  not  overlap. 
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Question  for  the  Recorci 

Submitted  to  Richard  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

for  Assistance  to  the  NTS 

by  Chairman  Gilman 

House  Committee  on  International  Relations 

November  14,  1995 

Question; 

75-   When  will  each  of  the  NIS  be  "phased-  cut"  of  the  US 
assistance  program  under  the  FREEDOM  Support  Act?   Please 
provide  the  estimated  final  date  of  allocation/appropriation  of 
funds  under  the  NIS  account  for  each  country. 


Answer; 

We  would  see  a  gradual  phase  out  over  the  r;ext  several  years, 
both  as  progrcims  end  and  as  assistance  programs  are  picked  up 
by  USIA,  Peace  Corps,  and  other  agency  budgets.   Very  notional 
and  preliminary  estimates  are  as  follows,  subject  to  constant 
review.   All  funding  for  Russia  assistance  should  be  in  other 
agency  budgets  (i.e.,  the  FSA  account  for  Russia  should  be 
zero)  by  the  year  2000;  for  Ukraine  by  2002;  for  the  Caucasus 
by  2002;  for  Central  Asia  by  2001;  and  for  Moldova  and  Belarus, 
by  2001,  sooner  in  Belarus  depending  on  rerorm  efforts. 
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Question  for  the  Record 

Submitted  to  Richard  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

for  Assistance  to  the  NIS 

by  Chairman  Gilman 

House  Committee  on  International  Relations 

November  14,  1995 


76-   Please  describe  the  process  and  criteria  by  which  a  target 
"phaise  out"  date  is  assigned  to  each  of  the  NIS. 


Answer; 

Progress  toward  economic  and  political  refcrm  are  two  criteria 
that  must  be  evaluated.   However,  since  the  NIS  assistance 
progrsun  has  always  been  designed  to  be  of  short  duration  to 
help  these  countries  begin  what  will  inevitably  be  a  long-term 
transition  to  market  economies  and  democratic  governments,  we 
expect  our  FSA  assistance  to  phase  out  over  the  next  seven 
years  as  technical  assistance  progreims  end  and  as  other, 
ongoing  programs  are  funded  in  agencies'  normal,  base  budgets. 
We  will  evaluate  the  FREEDOM  Support  Act  phase  out  date  for 
each  NIS  country  on  a  case-by-case  basis  arjd  consult  closely 
with  congressional  committees  as  we  make  these  evaluations. 
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Question  for  the  Record 

Sul^nitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

Committee  on  International  Relations 

November  14,  1995 


Question; 

77.   What  is  the  status  of  the  G-7  coordination  effort  in 
Russia? 


Answer; 

G-7  assistance  to  Russia  is  coordinated  through  the 
Support  Implementation  Group  (SIG) ,  based  in  Moscow.   The  SIG 
director  is  an  American  who  has  established  strong  working 
relationships  with  high-level  counterparts  in  the  Russian 
government  in  order  to  coordinate  broad  assistance  priorities . 
To  facilitate  donor  coordination  on  the  grovmd,  the  SIG  has 
created  a  donor  assistance  data±>ase  that  contains  information 
on  more  than  4200  projects  in  Russia  representing  approximately 
$49  billion  in  financing.   The  dated^ase  is  user-friendly, 
up-to-date,  and  presents  information  both  geographically  and 
hierarchically . 

The  SIG  has  played  an  active  role  in  making  progress 
towards  removal  of  impediments  that  have  plagued  G-7  assistance 
efforts .   Most  notable  is  its  work  with  GOR  counterparts  on 
resolving  complex  issues  related  to  the  imposition  of  taxes  and 
customs  duties  on  government-funded  technical  and  humanitarian 
assistance.   The  SIG  helped  lay  the  groundwork  for  draft 
legislation  on  this  matter  that  will  be  presented  to  the  Duma 
in  the  near  future. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Chairman  Oilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 


78)   What  kind  of  coordination  is  being  carried  out  cunong  the 
G-7" states  in  order  to  avoid  duplication  of  effort  in  Ukraine' 


Answer; 

The  European  Union  and  the  U.S.  are  the  primary  aid  donors 
in  Ukraine.   We  have  engaged  in  extensive  consultations  with 
the  E.U.  to  help  ensure  our  objectives  are  compatible,  most 
recently  in  a  series  of  meetings  co-chaired  by  me  in  Brussels 
in  October.   In  addition  to  high-level  consultations,  extensive 
coordination  on  the  ground  takes  place  between  our  respective 
missions  in  Kiev. 

International  efforts  to  assist  Ukraine  with  closure  of 
the  Chernobyl  nuclear  power  plant  have  been  coordinated  by  the 
G-7's  Nuclear  Safety  Working  Group  (NSWG)  .  Tfhe   NSWG  has 
negotiated  a  Memorandum  of  Understanding  with  Ukraine  outlining 
a  comprehensive  program  that  will  mobilize  international  and 
domestic  resources  to  enable  Ukraine  to  fulfill  President 
Kuchma's  pledge  of  closing  Chernobyl  by  the  year  2000. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Oilman 

Conunittee  on  International  Relations 

November  14,  1995 


Question; 

A  GAO  report  earlier  this  year  came  to  the  conclusion  that  the 
Science  and  Technology  Center  in  Moscow,  intended  to  provide 
employment  to  Russian  weapons  scientists  to  stem  their  possible 
emigration  to  well-paid  jobs  in  "rogue"  states,  is  actually 
helping  the  Russian  military  to  defray  its  costs  for  those 
scientists  to  continue  their  research. 

79-   Mr.  Smith,  do  you  agree  with  this  finding?   If  not,  why? 

Answer;   The  exact  language  from  page  25  of  the  GAO  report  is, 
"we  found  that  Center-supported  scientists  are  not  necessarily 
employed  full  time  on  Center  projects  and  that  they  may  spend 
part  of  their  non-Center  funded  time  working  on  Russian  weapons 
of  mass  destruction." 


The  point  that  needs  to  be  stressed  is  that  the  Center 
intentionally  targets  weapons  scientists  in  order  to  redirect 
their  research  toward  peaceful  activities.   The  U.S.  has  no 
illusions  that  all  former  Soviet  weapons  scientists  could  be 
fully  re-employed  on  peaceful  civilian  research  endeavors, 
especially  not  for  $35  million,  the  amount  of  the  U.S. 
conunitment  to  ISTC  projects  in  Russia.   However,  every  day  that 
these  scientists  spend  on  peaceful  projects  reduces  the  time 
they  have  available  to  spend  on  weapons  research.   And  each 
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current  or  former  weapons  scientist  who  remains  in  Russia  while 
working  on  an  ISTC-funded  project  is  one  fewer  that  could  be 
hired  by  Iran,  Iraq  or  North  Korea  to  work  on  weapons  of  mass 
destruction  or  delivery  systems.   There  is  already  substantial 
anecdotal  evidence  that  the  Science  Center's  support  is  having 
a  positive  impact  on  scientists  and  contributing  to 
nonproliferation  of  their  expertise. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

80.   Mr.  Morningstar,  as  the  State  Department  assumes 
responsibility  for  this  Center,  how  will  it  be  certain  that 
this  kind  of  indirect  support  for  the  Russian  military  does  not 
occur? 

Answer;   First,  it  should  be  recognized  that  the  State 

Department  has  been  responsible  for  executing  and  coordinating 

the  implementation  of  this  program  since  its  inception,  so  the 

matter  of  which  funding  source  is  used  really  will  not  result 

in  significant  changes  in  how  we  manage  U.S.  participation. 

This  program  has  been  the  result  of  very  close  interagency 

cooperation,  particularly  between  the  Departments  of  State, 

Defense,  and  Energy,  and  we  fully  expect  it  to  continue  that 

way.   The  change  in  the  source  of  funding  has  eliminated  some 

of  the  bureaucratic  steps  required  to  purchase  services  between 

agencies  making  the  program  more  efficient.   Additionally,  US 

assistance  provided  through  this  progreun  under  the^ State 

Department  Freedom  Support  Act  authority  may  be  provided  to  a 

wider  range  of  appropriate  institutes  in  the  NIS  states  than 

was  possible  under  the  CTR  program  which  addresses  only  the 

former  nuclear  inheritor  states . 

To  ensure  that  indirect  support  of  the  Russian  military  does 
not  occur,  several  safeguards  have  been  incorporated  into  the 
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program.   The  ISTC  Agreement  provides  for  extensive  project 
financial  audits  and  technical  monitoring  to  ensure  that  our 
assistance  is  being  used  as  intended.   Working  closely  with  the 
Department  of  Defense  Comptroller's  office,  the  Defense 
Contract  Audit  Agency  and  the  ISTC  Secretariat,  we  have 
completed  major  audits  of  ISTC  projects  underway  at  the  two 
Russian  nuclear  weapon  complexes  at  Arzamas-16  and 
Chelyabinsk-70 . 

The  first  audit  was  at  Arzamas-16  and  revealed  some 
irregularities  that  were  brought  to  the  immediate  attention  of 
the  ISTC  Governing  Board,  the  Russian  Government,  and  the 
Arzamas-16  management.   The  main  concerns  were  over  timekeeping 
and  lack  of  access  to  several  computers.   The  Secretariat, 
working  with  the  full  engagement  and  support  of  the  Russian 
Ministry  of  Atomic  Energy  and  other  Russian  ministries, 
conducted  two  follow-up  audits  to  confirm  that  the 
recommendations  made  by  the  auditors  and  ISTC  Board  had  been 
fully  implemented.   The  results  of  this  process  have  been  very 
satisfactory  and  have  been  fully  shared  with  GAO.   I  would  like 
to  share  the  comments  of  the  First  Deputy  Minister  of  Atomic 
Energy,  Lev  Ryabev,  who  also  is  a  Russian  representative  to  the 
ISTC  Governing  Board.   During  the  Board  discussion  of  the  audit 
results,  he  said,  "A  very  few  years  ago,  an  audit  of  any  kind 
of  Arzamas-16  would  have  been  unthinkable.  Now  there  has  been 


289 


an  audit  under  the  auspices  of  an  international  progrstm, 
performed  by  American  Department  of  Defense  auditors .   No  one 
could  have  imagined  such  a  thing.   Even  if  some  problems  have 
been  identified,  we  should  not  lose  sight  of  the  significance 
of  this  first  audit." 

State  will  continue  to  work  with  the  Defense  Department 
Comptroller's  office  and  the  ISTC  Secretariat  in  carrying  out 
financial  audits  and  project  monitoring.   The  ISTC  Secretariat 
has  developed  a  schedule  for  on-site  visits  of  all  180  ISTC 
projects,  which  will  be  carried  out  with  additional  technical 
expertise  from  the  U.S.,  the  EU,  and  Japan. 
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Question  for  the  Record 

S\ibmitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Oilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

Russia,  Ukraine  and  other  Newly  Independent  States  have 
received  some  US  assistance  to  help  them  implement  effective 
export  control  regimes  and  prevent  proliferation  of  weapons  of 
mass  destruction  and  related  technology- 

81.   How  much  has  been  obligated  and  expend-ad  for  this  type  of 
assistance? 

Answer; 


CTR  Export  Control  Assistance  Program 

Budgeted 

FY-92-95     Obligated     Disbursed 


Russia 


2.26m 


0.606m 


0.035m 


Ukraine 


13.26 


6.599m 


1.846m 


Belarus 


16.26m 


9.469m 


5.108m 


Kazakstan  ' 


7.26m 


3.044m 


0.601m 


Total;    39.04m 


19.719m 


7.591m 


Source;   Defense  Nuclear  Agency;  12/7/95 
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Question  for  the  Record 

Sxibmitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 

Question 

82 .   Do  the  export  control  systems  in  Russia,  Ukraine  and  other 
NIS  yet  meet  our  standards?   If  not,  where  is  improvement  most 
needed  and  how  much  is  needed? 


Answer 

The  end  of  the  Soviet  Union  largely  erased  the  existing 
export  control  system,  created  extensive  new  borders,  and  left 
the  successor  states  ill-equipped  to  control  their  exports. 
Because  of  the  immediate  threat  posed  by  the  potential 
dispersion  of  weapons  of  mass  destruction  and  related 
technologies,  U.S.  efforts  are  focused  on  the  four  nuclear 
successor  states  of  the  FSU — Russia,  Ukraine,  Kazakstan,  and 
Belarus.   The  DoD  Cooperative  Threat  Reduction  (CTR)  program 
created  in  1991  provides  for  cooperative  exchanges  with  Russia 
in  the  export  control  area.   In  addition,  we  are  working 
through  the  CTR  program  to  help  establish  effective, 
sustainable  national  export  control  systems  in  Ukraine, 
Kazakstan  and  Belarus.   With  the  stabilization  of  the  Russian 
export  control  system  and  the  development  of  basic  systems  in 
the  three  other  nuclear  successor  states,  we  have  recently 
begun  to  work  with  most  of  the  other  NIS  states  in  the  export 
control  area.   The  following  is  a  brief  appraisal  of  the  status 
of  the  export  control  systems  in  the  NIS  beginning  with  the 
four  nuclear  successor  states: 
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Russia:   Before  agreeing  to  support  Russian  participation 
in  the  New  Forum  (the  COCOM  Successor  Regime) ,  the  United 
States  sought  to  ensure  that  Moscow  was  committed  to  the 
Seune  policy  of  robust  national  export  controls  as  the 
others  participating  in  establishing  the  new  regime. 
Russia  has  made  this  commitment  and  we  are  confident  that 
it  has  the  internal  mechanisms  in  place  to  prevent 
dangerous  transfers.   We  are  actively  cooperating  with 
Russia  under  the  CTR  Program  in  the  export  control  area 
through  an  ongoing  series  of  cooperative  exchanges. 
(Note:   Because  Russia  has  not  signed  an  implementing 
agreement  with  the  United  States,  no  US  equipment  is 
provided  to  Russia  for  enhancing  Russian  export  control, 
although  training  seminars  on  export  control  issues  are 
allowed.   End  Note.)   A  high  priority  for  both  countries  is 
cooperation  in  the  enforcement  area  between  U.S.  and 
Russian  Customs. 

Ukraine:   The  Ukrainian  export  control  system  is  solidly  in 
place  at  this  time.   Export  control  legislation  and 
licensing  procedures  have  been  implemented.   In  both  these 
areas,  the  CTR  prograun  has  provided  key  assistance  through 
technical  legal  exchanges  and  automation  equipment 
procurements.   Enforcement  continues  to  an  area  of 
concern.   CTR  efforts  are  focused  on  this  area  through 
Customs  personnel  training  and  large-scale  enforcement 
equipment  procurements  (radiation  detectors,  hand-held 
metal  monitors,  pursuit  vehicles,  etc.). 
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Belarus;   The  Belarusian  system  continues  to  need 
assistance  in  the  enforcement  area.   To  meet  this  need,  the 
CTR  program  is  providing  Customs  training  modules  and 
large-scale  equipment  support. 

Kazakstan:   A  rudimentary  export  control  system  is  in  place 
in  Kazakstan,  which  includes  decree-based  laws  and  a 
licensing  system.   As  with  other  NIS  states,  enforcement  is 
a  key  area  where  improvement  is  needed.   The  CTR  program  is 
assisting  the  Kazakstanis  in  developing  an  automated 
licensing  system  and  through  large-scale  enforcement 
equipment  procurements. 

Other  NIS  states:   In  November  1995,  the  USG  and  Turkey 
sponsored  a  forum  in  Istanbul  on  export  control  and 
nonproliferation  issues  for  seven  Central  Asian  and 
Kyrgyzstan,  Tajikistan,  Turkmenistan,  and  Uzbekistan) .   We 
are  currently  reviewing  the  information  obtained  from  the 
in-depth  discussions  at  this  forum.   With  this  information 
plus  U.S.  Customs  assessments  of  enforcement  capabilities 
in  these  states,  we  plan  to  draft  preliminary  project 
proposals  for  funding  FY96  export  control  assistance 
projects  in  target  countries.   In  FY96,  such  export  control 
assistance  for  the  NIS  will  no  longer  be  provided  from  the 
DoD  CTR  program,  but  funded  through  State  Department's 
Nonproliferation  and  Disarmament  Fund  (NDF) . 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Oilman 

Committee  on  International  Relations 

November  14,  1995 


Question 

83.   Are  we  receiving  sufficient  cooperation  from  these 
countries  in  this  effort? 

Answer 


We  are  satisfied  with  the  cooperation  we  have  received  from  the 
NIS  countries  in  the  export  control  area.   In  terms  of  the  CTR 
program,  Ukraine,  Kazakstan,  and  Belarus  have  been  forthcoming 
with  information  on  their  export  control  systems,  including  in 
the  legislative,  licensing  and  enforcement  areas.   This  has 
allowed  the  USG — in  close  consultation  with  these  countries — to 
tailor  CTR  programs  that  best  meet  the  requirements  of  each 
country  and  fulfill  USG  policy  objectives  in  the 
nonproliferation  area.   With  Russia,  we  would  have  liked  to 
take  the  cooperative  process  further  by  signing  an  implementing 
agreement  so  that  equipment  could  be  procured.   However,  the 
program  with  Russia  is  proceeding  well  without  an  agreement, 
which  could  be  reached  later,  if  both  sides  decide  that 
equipment  procurement  is  needed. 

Outside  of  the  nuclear  successor  states,  we  are  pleased 
with  the  cooperative  and  attentive  approach  taken  by  Central 
Asian  and   Caucasus  participants  in  the  November  1995  Export 
Control  amd  Nonproliferation  Forum. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  To  The  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


QUESTION: 

92.   What  will  happen  to  the  bulk  of  this  FY96  funding  if 
Ukraine  does  not  continue  a  suitable  level  of  economic  reforms? 


AMSHER: 

As  stated  in  previous  answers,  the  United  States  should  only 

spend  assistance  funds  if  we  have  appropriate  interlocutors  in 
place  who  have  the  position,  political  will  and  determination 
to  move  forward  with  reform.  ,At  the  same  time,  we  should  use 
our  assistance  to  create  the  necessary  pre-conditions  for  rapid 
reform,  so  that  when  political  will  does  coalesce,  quick  action 
can  be  taken  to  accomplish  a  great  deal  in  a  short  time-   In 
Ukraine,  this  means  that  we  should  spend  funds  to  "put  the 
pieces  in  place"  such  as  through  the  creation  of  an  auction 
system  to  be  used  for  privatization.   But  it  also  means  that, 
if  reform  does  not  occur  relatively  quickly,  then  we  must 
"mothball"  some  operations  until  the  climate  is  right  to  move 
forward.   If  certain  elements  of  political  will  and  other 
conditions  are  not  ripe  for  reform  to  move  forward  in  some 
areas,  then  funds  should  be  held  in  reserve  until  the  next  year 
in  hopes  that'  reform  will  be  more  vigorous.   Funds  should  also 
be  shifted,  with  appropriate  Congressional  notification  from 
those  areas  where  reform  is  stalled  to  those  areas  where  refozm 
is  moving  forward  more  rapidly.  •, 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

93)   What  is  the  status  of  the  effort  to  persuade  the  Ukrainian 
government  to  close  down  the  two  or  three  reactors  that  remain 
in  operation  at  the  Chernobyl  facility? 

Answer: 

The  G-7  has  been  negotiating  a  Memorandum  of  Understanding 
with  Ukraine  on  the  closure  of  the  Chernobyl  nuclear  power 
plant  over  the  past  several  months.   Those  negotiations 
culminated  in  a  document  scheduled  to  be  signed  by  Deputy  Prime 
Minister  Vasyl  Yevtukhov  of  Ukraine  and  Deputy  Prime  Minister 
Sheila  Copps  of  Canada,  on  behalf  of  the  G-7,  on  Wednesday, 
December  20. 

The  draft  MOU  outlines  a  Comprehensive  Program  of 
cooperation  that  will  enable  Ukraine  to  carry  out  the  pledge  of 
President  Kuchma  to  close  Chernobyl  by  the  year  2000.   The 
Prograun  will  assist  Ukraine  in  closing  Chernobyl  safely  while 
still  meeting  'its  electric  power  requirements  by  mobilizing 
international  and  domestic  financial  resources  to  address  power 
sector  restmicturing,  energy  investment  needs,  nuclear  safety 
and  developing  a  plan  to  address  the  local  consequences  of 
closing  Chernobyl .   The  MOU  identifies  funding  sources  for  some 
components  of  the  Program,  and  marks  others  as  potential 
candidates  for  additional  international  grant  financing. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

94)   Is  Ukraine  still  insistent  that  aid  donors  build  a 
completely  new  conventional  power  generation  facility  to 
provide  employment  to  all  of  the  workers  at  the  current 
Chernobyl  facility? 


Answer; 

No.   It  was  determined  that  a  new  conventional  power 
generation  facility  was  not  a  part  of  a  least-cost  solution  to 
Orkaine' s  energy  needs.   Therefore,  it  was  not  included  in  the 
Comprehensive  Progreim  outlined  in  the  draft  MOU. 
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Questions  for  tJie  Record 

Sutmitted  to 

Richard  L.  Homingst:ar 

Special  Adviser  t:o  the  President,  and  Secretary  of  State 

on  U.S.  Assistance  to  the  HIS 

by  Chairman  Benjamin  Gilman 

Cammittee  on  International  Relations 

November  14,  1995 


EURASIA  FOUNDATION: 

The  committee  has  been  impressed  by  the  Eurasia  Foundation's 
work  in  supporting  small  media  enterprises  throughout  the  Newly 
Independent  States.   This  is  the  kind  of  thing  that  may  well 
ensure  that  freedom  of  information  is  the  rule  and  not  the 
exception  in  these  states  long  after  the  American  aid  program 
has  ended . 

97.   What  are  you  expecting  to  allocate  to  the  Eurasia 
Foundation  from  the  FY' 96  and  FY' 97  budgets  to  help  it  continue 
its  good  work? 


ANSWER: 

97.   We  are  still  in  discussion  on  the  FY  96  budget, 
including  the  amount  for  the  Eurasia  Foundation.   We  expect  it 
to  be,  however,  somewhere  between  $15  and  $19  million.   We  also 
expect  to  continue  to  encourage  Eurasia  to  raise  an  additional 
amount  from  private  sector  sources .   It  is  too  early  for  us  to 
anticipate  FY  97  funding  levels  for  the  Eurasia  Foundation. 
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Question  for  the  Record 

Submitted  to  Richard  L.  Mornings tar 

Special  Advisor  to  the  President  and  Secretary  of  State 

on  NIS  Assistance 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

103.   What  is  the  strategy  for  targeting  of  USIA  and  AID  exchange 
and  training  programs  among  the  many  regions  of  the  Russian 
Federation  and  the  lesser  numbers  of  regions  in  Ukraine?  Which 
regions  are  considered  the  most  important  for  such  programs  in 
both  countries  to  target  and  why? 


Answer ; 

USAID:  In  both  Russia  and  Ukraine,  specific  regions  have  not 
necessarily  been  targeted  for  training  activities.   The  NIS 
Exchanges  and  Training  (NET)  Project  complements  the  national  and 
regional  strategic  objectives  of  the  USAID  missions  in  each 
country — mission  technical  officers  make  an  effort  to  nominate 
NET  Project  candidates  from  all  parts  of  the  country.   According 
to  a  recent  report  from  the  Academy  for  Educational  Development 
(AED),  the  NET  Project  contractor,  the  program's  981  Ukrainian 
participants  represented  all  26  of  Ukraine's  oblasts  (regions) 
while  the  program's  3,772  Russian  participants  represented  all  79 
of  Russia's  oblasts. 
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USIA:   USIA's  programs  in  Russia  and  Ukraine  reach  well 
beyond  each  country's  capital  city  Into  the  regions.   Nearly  two 
thirds  of  USIA  program  participants  In  Russia  come  from  outside 
the  Moscow  area.   Participants  In  USIA's  academic  programs  are 
recruited  via  open,  merit-based  competitions,  which  are 
advertised  nationally — this  mechanism  ensures  a  broad 
distribution  of  participants  and  allows  USIA  to  reach  potential 
reformers  from  all  parts  of  Russia  and  Ukraine.   For  example, 
last  year's  secondary  school  academic-year  program  in  Russia 
Included  students  from  over  200  cities  and  80  regions. 

The  USIA  posts  in  Moscow  and  Kiev  work  closely  with  their 
Russian  and  Ukrainian  counterparts  to  identify  regions  in  each 
country  which  demonstrate  the  most  promise  and  can  most 
effectively  utilize  assistance  programs.   For  exeunple.  In  the 
"Business  for  Russia"  program,  USIA  and  the  Russian  Federal 
Employment  Service  worked  together  to  select  target  regions  (22 
In  all).   These  regions  were  selected  on  the  basis  of  U.S. 
Government  priorities  and  the  Russian  Government's  evaluation  of 
which  areas  had  been  hardest  hit  economically  and  demonstrated 
the  greatest . potential  for  small-business  development.   USIA  also 
targets  Russian  regions  identified  by  the  Department  of  State  as 
priority  areas.   USIA  layers  several  programs  in  each  region,  so 
that  they  complement  and  build  upon  one  another — key  regions  are 
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selected  to  receive  a  package  of  programs.   For  example,  in 
Yekaterinburg,  Russia,  USIA  has  conducted  student  programs  for 
secondary  school,  undergraduate,  and  graduate  students  and 
faculty  members;  designed  short-term  visitor  programs  for 
regional  and  local  officials;  opened  an  Information  Resource 
Center  in  partnership  with  a  city  library  with  on-line  resources 
available  to  all  program  alumni  and  the  general  public; 
recruited  50  interns  for  the  "Business  for  Russia"  program; 
funded  two  university  partnerships;  and  sponsored  a  relationship 
between  the  National  Association  for  Governor's  Policy  Advisors 
and  their  Ural  Region  counterparts. 

In  Ukraine,  USIA  has  followed  a  similar  strategy,  blanketing 
the  country  with  our  openly  competed  programs  and  providing 
targeted  assistance  to  areas  identified  by  our  embassy  as  key  to 
reform.   In  FY  1994,  a  sample  of  participants  in  U.S. -based 
exchange  programs  showed  that  about  30%  were  from  Kiev;  23%  from 
western  Ukraine  (Lvlv,  Ivano-Franklvsk  and  Terno'pil),  20%  from 
eastern  Ukraine  (Donetsk,  Kharkhiv,  Poltava  and  Luhansk),  15% 
from  southern  Ukraine  (Mykolaiv,  Odessa  and  Crimea),  and  12%  from 
central  Ukraine  (Cherkassy,  Khmelnytsky  and  Zhytomyr) . 
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Question  for  the  Record 

Submitted  to 

Richard  L,  Morningstar 

Special  Adviser  To  The  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


QUESTION: 

41.  What  are  your  thoughts  on  the  Inspector  General's  report? 

42.  How  can  we  ensure  that  these  three  offices  work  together 
well? 

ANSWER: 

I  do  not  believe  that  the  creation  of  a  State  Department  Bureau 
containing  the  states  of  the  Former  Soviet  Union  (FSU)  will  in 
any  manner  be  viewed  as  a  "symbolic  acquiescence   by  the  US  in 
the  eventual  reintegration  of  those  states  under  Russian 
dominance."   Every  thing  we  have  done — our  policies,  our 
assistance  programs  and  our  public  pronouncements — has  been 
clearly  directed  at  supporting  each  of  the  New  Independent 
States  (NIS)  to  emerge  as  an  independent  nation,  encouraging 
each  of  those  nations  to  develop  market  economies  and 
democratic  systems  of  government. 

I  think  that  the  Inspector  General's  report  naturally  reflected 
concerns  that,  in  such  a  complex  situation,  where  the  stakes 
are  so  high,  coordination  is  critical.   To  the  extent  rough 
spots  in  coordination  may  have  existed  in  the  past,  they  have 
largely  been  corrected.   It  is  both  appropriate  and  useful  to  • 
separate  coordination  of  our  assistance  programs  from  the 
development  and  implementation  of  our  foreign  policies.   At  the 
same  time,  coordination,  communication  and  cooperation  between 
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my  office  and  that  of  Ambassador  Collins  is  excellent,  and  will 
continue  to  be  so. 

The  best  way  to  ensure  that  the  offices  work  together  is  not 
through  additional  structures  or  reporting  requirements. 
Rather,  it  is  to  continue  to  hold  the  offices  accountable,  as 
they  should  be,  for  the  results  of  our  policies  and  our 
assistance  programs.   This  will  continue  to  make  it  imperative 
that  the  offices  talk  to  each  other,  work  closely  together,  and 
avoid  any  potentially  debilitating  internal  strife-   This  has 
worked  well  during  the  10  months  I  have  held  this  position,  and 
I  am  confident  that  it  will  continue  to  work  well  in  the  future. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

47.  Mr.  Morningstar,  please  explain  to  us  in  some  detail 
exactly  how  you  oversee  the  major  programs  being  run  in  the 
Newly  Independent  States  by  our  Agriculture  and  Defense 
Departments  and  coordinate  those  with  programs  run  by  AID  and 
other  agencies . 

Answer:   I  am  working  closely  with  the  NSC,  the  Departments  of 

Defense,  State,  Energy,  Agriculture  and  Commerce,  as  well  as 

USAID  and  other  agencies  to  oversee  all  US  NIS  assistance  and 

cooperative  programs  in  accordance  with  the  expanded  charter  of 

my  office.   Each  of  these  agencies  is  coordinating  with  my 

office  in  planning  and  implementing  their  respective  programs. 

This  includes  the  Department  of  Defense  Cooperative  Threat 

Reduction  (CTR)  prograun  and  the  programs  which  were  previously 

part  of  CTR,  but  were  transferred  in  FY96  to  the  agencies  which 

execute  them — Energy  (Material  Control  and  Accountability)  and 

State  (Export  Control  and  the  International  Science  and 

Technology  Centers) . 

To  help  ensure  effective  oversight  of  the  Department  of  Defense 
programs  and  programs  previously  under  the  DoD,  I  have 
established  a  new  Security  Directorate  within  my  office  for  all 
security  related  progreums  in  the  NIS.   This  Directorate  is 
responsible  for  coordinating  efforts  among  the  different  agency 
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programs  in  the  security  area;  reviewing  applicable 
certifications,  notifications,  budgets  and  plans  to  ensure  that 
our  assistance  remains  prioritized  and  that  agencies  do  not 
duplicate  efforts;  and  for  consolidating  and  disseminating 
information  between  agencies  to  ensure  programs  are 
complementary  and  consistent  with  our  overall  NIS  objectives. 
The  Department  of  Defense  as  well  as  the  Departments  of  State, 
Energy,  Commerce  and  others  regularly  attend  NIS  Assistance 
Coordination  Group  meetings  and  a  wide  range  of  other  working 
group  meetings  on  various  security  related  assistance  and 
cooperation  issues.   In  addition,  I  meet  regularly  with  the 
Assistant  Secretaries  or  Administrators  of  each  program  to  help 
resolve  issues  or  interagency  conflicts  before  they  result  in 
coordination  problems  which  affect  the  efficient  and  effective 
use  of  our  assistance. 

USDA  also  attends  all  NIS  Assistance  Working  Group,  Caucasus 
Working  Group  and  other  meetings  scheduled  on  a  regular  and  an 
as-needed  basis  where  the  issues  of  food  or  rural  sector 
technical  assistance  is  discussed.   The  Economic  Programs 
Directorate  of  my  office  receives  periodic  updates  on  the 
progress  of  USDA's  activities,  and  clears  on  USDA  programming 
decisions  to  ensure  that  these  programs  are  consistent  with 
efforts  administered  by  AID  and  other  agencies. 
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In  Slim,  DoD  and  Agriculture  have  been  cooperative  and 
forthcoming  in  response  to  oversight  requirements  of  the 
Coordinator's  office.   The  assistance  coordination  process  has 
imprbved  significantly  over  the  past  six  months  and  I  expect 
this  process  to  continue  to  improve. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

on  NIS  Assistance 

by  Chairman  Gilman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

106.   Who  are  some  of  the  most  prominent  officials  from  the  NIS 
to  have  participated  in  the  USIA  and  AID  exchange  programs? 


Answer: 

The  following  prominent  NIS  officials  have  participated  in 
USIA's  FREEDOM  Support  Grant  exchange  programs: 

Belarus:  The  Chairman  and  Members  of  the  Constitutional  Court 

Georgia:  The  Chairman  of  the  Foreign  Relations  Committee  of  the 
Georgian  Parliament 

Kazakstan:  the  Minister  of  Agriculture,  State  Counselor, 
Procurator  General,  Deputy  Procurator  General,  Chairman  of  the 
Pari ieunent's. Committee  on  National  Security  and  Defense,  the 
Presidential  Representative  to  the  Parliament  (later  appointed 
Minster  of  Justice),  Members  of  the  Supreme  and  Constitutional 
Courts,  the  Deputy  Minister  of  Ecology  and  Bioresources 
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Kyrg3^st.an:  Chairman  and  Members  of  the  Constitutional  Court,  the 
Minister  of  Internal  Affairs,  the  Chairman  of  the  National  Bank 
of  Kyrgyzstan,  the  Director  of  the  State  Customs  Inspectorate, 
the  Speaker  of  the  Assembly  of  People's  Representatives 
(Kyrgyzstani  Parliament) 

Russia:  the  newly  appointed  Speaker  of  the  Duma,  the  Minister  of 
Education,  the  Press  Secretary  to  the  President  of  the  Russian 
Federation,  the  Deputy  Head  of  the  Treasury,  the  Deputy  Minister 
of  the  Post  and  Telecommunications,  the  Director  of  the  Federal 
Bankruptcy  Agency  ( later  named  Chairman  of  State  Property 
Committee),  the  Chief  Prosecutor  of  Moscow,  the  Head  of  the 
Justice  Department  of  St.  Petersburg,  the  Deputy  Head  of 
Sverdlovsk's  Department  for  Defense  Industry  Conversion,  the 
Deputy  Head  of  the  Chelyabinsk  Oblast  Administration,  the  Deputy 
Chief  Editor  of  the  newspaper  "Moscow  News,"  approximately 
twenty-five  speakers  of  Russia's  regional  parliaments,  nearly  a 
dozen  presidents  of  regional  chambers  of  commerce,  thirty-five 
Russian  governors  (including  the  governors  of  the  Moscow  and  St. 
Petersburg  regions),  and  approximately  100  Russian 
parlieunentarians  and  staffers  representing  Duma  and  Federation 
Council  Committees  on  Defense,  Budget  and  Finance,  Education  and 
Science,  Agriculture,  and  Social  Issues. 
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Tajikistan:  the  Mufti  of  Tajikistan  and  the  Counselor  to  the 
President  of  Tajikistan 

Ukraine:  the  Head  of  the  State  Committee  for  Radio  and 
Television,  the  President  of  the  National  Radio  Company,  the 
Spokesman  of  the  Ministry  of  Foreign  Affairs,  the  Speaker  of  the 
Verkhovna  Rada  (Ukrainian  Parlieunent) ,  the  Chairman  of  the 
Foreign  Affairs  Committee  of  the  Verkhovna  Rada,  the  Chairman  of 
the  Verkhovna  Rada's  Committee  on  Combating  Organized  Crime 
Chairman,  and  five  members  of  the  Supreme  Court 

Uzbekistan:  the  Chairman  of  the  State  Taxation  Board,  the  Deputy 
Minister  of  Finance,  and  the  Head  of  the  Presidential  Press 
Service 

USAID:  For  the  record,  USAID's  NIS  Exchanges  and  Training 
(NET)  Project  has  attached  a  20-page  list  of  the  names  and  titles 
of  the  most  prominent  NIS  officials  to  have  received  training  in 
the  United  States.   As  you  will  note,  the  list  includes  deputy 
ministers,  members  of  parliament  and  judges — individuals  who  can 
play  a  key  role  in  policy  reforms  after  returning  to  their  home 
countries . 
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Question  for  the  Record 

Submitted  to  Richard  L.  Momingstar 

Special  Advisor  to  the  President  and  Secretary  of  State 

on  NIS  Assistance 

by  Chairman  Gllman 

Committee  on  International  Relations 

November  14,  1995 


Question; 

107.   Do  you  have  grounds  to  believe  that  [the  visits  of 
prominent  NIS  officials]  to  the  U.S.  affected  their  thinking  on 
important  Issues  with  which  they  were  concerned  upon  their  return 
to  their  home  country?   Please  provide  several  examples. 


Answer ; 

Several  examples  of  the  impact  our  programs  have  had  on 
prominent  NIS  officials  are  provided  below.   We  have  just 
finished  redesigning  our  professional  exchange  programs  to 
incorporate  a  greater  number  of  community-based  exchanges.   In 
addition  to  being  more  cost-effective,  community-based  exchanges 
build  self-sustaining  linkages  between  U.S.  and  NIS  communities, 
thereby  maximizing  program  impact  in  the  long  run,  even  after  our 
assistance  programs  have  been  phased  out. 

USIA:  USIA  has  gathered  a  large  amount  of  anecdotal  evidence 
testifying  to  the  impact  of  USIA  programs  on  prominent  NIS 
officials.   For  example,  members  of  the  Belarusian  Constitutional 
Court  who  participated  in  a  USIA  prbgreun  on  constitutional  law 
and  the  judicial  process  in  August  1995  returned  to  Minsk  with  a 
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new  understanding  of  their  role  in  the  Belaruslan  political 
system.   During  a  subsequent  meeting  with  our  ambassador,  the 
justices  noted  that  this  USIA  program  was  an  "important  event  in 
the  life  of  the  Constitutional  Court"  and  that  "much  of  the 
information  gathered  during  the  trip  was  of  immediate  use"  in 
their  work.   Similarly,  after  participating  in  a  USIA  program  for 
justices  from  Kyrgyzstan's  and  Kazakstan's  Constitutional  Courts, 
Chief  Justice  Cholpon  Bayekova  of  the  Kyrgyzstani  Constitutional 
Court  said  that  she  intended  to  organize  a  number  of  seminars  to 
inform  the  Kyrgyzstani  people  and  legislature  of  the  important 
role  of  the  Constitutional  Court  in  a  democratic  society. 

Russia's  Minister  of  Education  Yevgeny  Tkachenko,  who 
traveled  to  the  United  States  on  a  FREEIX)M  Support  Grant  program 
in  1993,  was  quite  impressed  by  the  decentralization  of  the  U.S. 
educational  system.   Minister  Tkachenko  returned  to  Russia 
strongly  committed  to  decentralizing  Russia's  educational  system 
by  giving  increased  management  responsibilities  to  teachers  and 
schools  and  by  giving  educators  greater  influence  on  federal 
curriculum  guidelines.   With  this  in  mind,  he  was  the  driving 
force  behind. a  USIA  program  for  fifty  of  his  most  reform-minded 
secondary  school  administrators,  which  USIA  undertook  in  early 
1994. 
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Eleven  sta£f  members  of  the  Russian  Parliament's  Defense  and 
Security  Committees  participated  on  a  June  1995  FREEDOM  Support 
Grant  program  on  International  security  Issues.   The  program, 
which  concentrated  on  defense  Issues,  organized  crime  and 
corruption,  and  Issues  of  legislative  control  in  the  area  of 
national  security,  contributed  to  striking  changes  in  the  group's 
attitudes  on  important  questions  ranging  from  NATO  expansion,  to 
START  II,  to  cooperation  with  the  FBI.   Many  of  the  program's 
participants  had  arrived  in  the  U.S.  convinced  that  NATO 
expansion  was  both  a  military  threat  to  Moscow  and  an  expression 
of  U.S.  disdain  for  Russian  concerns.   However,  after  meetings 
with  U.S.  officials  on  the  topic  of  internal  and  external 
constraints  on  U.S.  decision-making  regarding  NATO  expansion, 
several  participants  came  to  the  conclusion  that  NATO  expansion 
should  not  be  viewed  as  an  aggressive,  anti-Russian  move.   In  an 
interview  in  "Pravda,"  one  participant  commented  that  during  the 
program  he  had  developed  an  understanding  that  U.S.  politicians 
do  not  want  to  Isolate  Russia  from  the  international  community. 
Discussions  on  the  difficulties  of  START  II  ratification  by  both 
countries'  legislatures  also  had  noticeable  results:  discussions 
with  Senator  Lugar's  staff  contributed  to  an  understanding  of 
what  both  legislatures  need  to  do  in  order  to  make  ratification 
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more  politically  palatable.   Meetings  at  the  National  Security 
Council,  with  the  FBI,  and  particularly  with  representatives  of 
the  Office  of  the  Inspector  General  of  the  CIA  provided  the 
participants  with  ideas  on  how  the  Russian  Parliament  could 
exercise  responsible  oversight  of  the  military,  security  and 
Intelligence  forces  without  compromising  the  secrecy  and 
effectiveness  of  these  forces.   The  participants  also  returned 
home  with  a  much  better  perspective  of  the  legal  and  political 
framework  within  which  the  FBI  operates  in  this  country.   They  no 
longer  saw  the  FBI  as  a  hostile,  uncooperative  U.S.  organization; 
rather,  they  appreciated  the  fact  that  the  FBI  was  helping  Russia 
overcome  one  of  the  major  threats  to  its  economy  and  society — 
organized  crime  and  rampant  high-level  corruption. 

In  spring  1995,  USIA  hosted  a  delegation  of  Russian  defense- 
industry  managers  and  government  officials  from  the  Ural  Region 
as  part  of  a  program  designed  to  acquaint  them  with  defense 
conversion  efforts  in  the  United  States.   After  completing  the 
program,  participants  noted  that  among  the  most  important 
insights  gained  on  the  trip  was  their  realization  that  the  U.S. 
is  serious  about  converting  its  own  defense  Industry.   Before 
participating  in  the  USIA  program,  the  group  had  been  skeptical 
about  the  depth  of  the  United  States'  commitment  to  defense 
conversion;  however,  this  was  no  longer  the  case  once  the  group 
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had  met  with  Defense  Secretary  Perry  to  talk  about  U.S. 
conversion  efforts. 

USAID:  The  NET  Project's  impact  was  evaluated  by  an 
Independent  consulting  firm,  Aguirre  International,  earlier  this 
year.   The  preliminary  evaluation  results  indicate  that  the  NET 
Project  has  had  a  significant  impact  on  NIS  officials.   According 
to  the  Aguirre  International  report,  "NET  trainees  are  effecting 
changes  at  the  regional  and  national  levels,  by  proposing  and/or 
writing  new  legislation,  advising  their  presidents  and  ministers 
on  economic  policy,  and  creatively  challenging  political 
decisions  that  affect  the  growing  civil  society."   The  same 
report  also  indicates  that  "forty  percent  [of  the  NET 
participants]  said  that  they  participated  in  the  development  of 
new  laws  and  regulations  at  the  national  level."   Again, 
according  to  the  same  report,  "in  Bishkek,  Kyrgyzstan,  the  five 
senior  advisors  to  the  Minister  of  Economics  are  graduates  of  the 
NET  Senior  Seminar  in  Economics.   They  have  become  the  [think 
tank]  on  economic  issues  for  the  Ministry  and  are  training  other 
ministry  employees  through  a  series  of  seminars  based  on  their 
NET  training." 
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Questions  for  the  Record 

Submitted  to 

Richard  Im.   Homingstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  U.S.  Assistance  to  the  HIS 

by  Chairman  BenjaadLn  Oilman 

Committee  on  International  Relations 

Nov<aDber  14,  1995 


FUNDING  FOR  THE  TITLE  VIII  RESEIARCH  PROGRAM  FOR  EJ^TERN  EUROPE 
AND  THE  NIS: 


QOESTIOH: 

The  Title  VIII  prograun  of  research  into  issues  of  importance  in 
Eastern  Europe  and  the  NIS  has  proven  itself,  time  and  again, 
as  a  valuable  means  of  supporting  vital  knowledge  and  expertise 
on  the  region.   The  International  Relations  Committee's  report 
language  on  H.R.  1561  has  spoken  specifically  of  the  need  to 
continue  funding  of  this  program  from  the  SEED  and  NIS 
assistance  accounts  at  a  level  of  $5  million  in  FY  1995.   The 
progrcim  is  seen  by  the  Committee  as  a  means  of  focussing 
scholarly  research  on  social,  economic  and  political  issues 
that  are  our  aid  programs  in  those  countries  operate  as 
successfully  as  possible. 

110.   At  what  level  will  the  Title  VIII  program  be  funded  in  FY 
1996? 


AMSNER: 

We  are  planning  to  fund  the  Title  VIII  program  at  $5  million 
total,  from  both  the  FSA  and  the  SEED  Act. 
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Questions  for  the  Record 

Submitted  to 

Richaurd  L.  Mozmingstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  U.S.  Assistance  to  the  NIS 

by  Chairman  Benjamin  Gilman 

Committee  on  International  Relations 

November  14,  1995 


QUESTION: 

111.   Are  there  plans  to  fund  other,  new  research  programs 
outside  of  the  Title  VIII  program? 


AHSffER: 

No,  there  are  currently  no  plans  to  fund  other,  new  research 
programs  outside  of  the  Title  VIII  progrcim. 


337 


Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Congressman  Chris  Smith 

Committee  on  International  Relations 

November  14,  1995 


QUESTION:   RUSSIA  A- 

It  is  my  understanding  that  the  younger  generation  of  Russians 
is  very  supportive  of  free  markets,  political  pluralism,  and 
democracy.   To  what  extent  have  our  aid  programs  been 
successful  in  promoting  market  systems,  political  pluralism  and 
democracy?   What  have  been  the  failures,  and  what  improvements 
need  to  be  made?   How  much  US  aid  has  wound  up  in  the  pockets 
or  Swiss  bank  accounts  of  the  post-Communist  nomenklatura? 


ANSWER: 

We  strongly  believe  that,  while  it  would  be  naive  to  assume 
that,  for  relatively  small  amounts  of  assistance,  we  make  the 
critical  difference  in  the  NIS  countries,  we  undoubtedly  make  a 
critical  difference. 

The  fact  is  that,  with  the  help  of  US  assistance,  significant 
progress  has  been  made.   In  Russia,  over  100,000  small 
businesses  and  17,000  factories  have  been  privatized  since 
1992.   Capital  markets  have  been  established  so  that  new  and 
privatized  businesses  can  begin  to  find  the  funds  they  need  to 
grow  and  prosper.   The  beginnings  of  a  commerdial  law  system 
have  taken  shape,  and  opportunities  for  American  trade  and 
investment  have  begun  to  be  created.   At  the  seune  time,  there 
has  been  a  remarkably  rapid  development  of  an  independent 
media,  which  has  been  willing  to  openly  criticize  the  Russian 
government  for  perhaps  the  first  time  in  that  nation's 
history.   Elections  have  been  held" which,  while  they  might  not 


338 


-  2 


fully  meet  US  standards,  have  generally  been  viewed  as  fair  and 
open.   Also,  substantial  assistance  has  gone  to  develop 
non-governmental  organizations  in  Russia,  such  as  environmental 
and  other  advocacy  groups . 

There  have  of  course  been  some  setbacks,  often  due  to  our 
inability  to  locate  an  appropriate  interlocutor  in  a  timely 
fashion,  or  because  the  political  will  for  reform  was  not 
sufficiently  present  for  our  assistance  to  have  maximum 
impact.   The  best  way  to  address  this  problem  is  for  Congress 
and  the  Administration  to  agree  that  the  pace  of  change  is 
often  fitful,  and  that  we  cannot  look  to  dollars  spent  as  the 
measure  of  what  we  have  accomplished.   Rather,  we  must 
patiently  seek  opportunities  where  there  is  a  coming  together 
of  appropriate  interlocutors,  a  will  to  reform,  and  our  ability 
to  have  impact.   Timely  expenditure  of  funds  at  those  critical 
junctures  will  ensure  the  our  impact  continues  and  increases, 
even  as  conditions  change. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Momingstzuc 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  U.S.  Assistance  to  the  NIS 

by  Lee  H.  Hamilton 

Committee  on  International  Relations 

November  14,  1995 


ASSISTANCE  PRCK3RAMS 


QDESTICMI: 

2.   Congress  has  supported  on  a  bipartisan  basis,  the 
Russian,  Eurasian,  and  East  Europeem  Research  Training 
Program.   This  program,  also  known  as  the  Title  VIII  prograun, 
was  funded  at  $7.5  million  in  FY  1995. 

What  are  your  views  on  FY  1996  funding  the  Russian, 
Eurasian  and  East  European  Research  and  Training 
(Title  VIII)  Program? 

—   What  priority  do  you  attach  to  it,  given  all  your 
other  priorities? 


ANSWER: 

Supporting  research  on  the  NIS  is  among  the  many  activities 
that  deserve  funding,  but  the  large  cuts  in  the  FSA  will 
require  us  to  narrow  our  program  priorities.   Where  in  previous 
years  we  could  fund  a  broad  spectrum  of  activities,  the  greatly 
reduced  FY  96  appropriation  will  compel  us  to  concentrate  on 
our  three  core  objectives:  enhancing  mutual  security  through 
cooperative  threat  reduction,  helping  establish  market 
economies,  and  promoting  democratic  govemsmce  and  civil 
societies. 

That  said,  we  do  support  continued  funding  for  the  Title  Vlll 
progrsun  in  FY  96.   We  are  planning  to  fund  the  Title  VIII 
program,  at  $5  million  total,  from  both  the  FSA  and  SEED  Act. 
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Questions  for  the  Record 

Snbmitted  to 

Richard  It.  Momingstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  D.S.  Assistance  to  the  NIS 

by  Lee  H.  Hamilton 

Cammittee  on  International  Relations 

Ho^ember  14,  1995 


QUESTION: 

3.   One  study  of  U.S.  assistance  programs  critiques  the 
effectiveness  of  much  of  it,  save  for  small  grants  progrsuns  of 
the  kind  provided  by  the  Eurasia  Foundation. 

—    What  is  your  assessment  of  the  work  of  the  Eurasia 
Foundation  to  date? 

Should  more  U.S.  assistance  be  channelled  through 

small  grants  programs? 

AHSHER: 

As  you  know,  we  are  favorably  impressed  with  the  way  Eurasia 
Foundation  is  able  to  solicit  proposals,  review  them,  and 
provide  small  grants  in  a  timely  manner.   For  that  reason,  we 
have  tried  to  expand  its  reach  and  to  use  it  as  a  model  for 
delivering  assistance  wherever  appropriate. 

Yes,  we  believe  that  we  should  now  emphasize  the  provision  of 
funding  to  small  grass  roots  organizations  whenever  possible 
and  appropriate  through  small  grants  programs.' 
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Questions  for  the  Record 

Subniitted  to 

Richard  L.  Momingstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  O.S.  Assistance  to  the  HIS 

by  Representative  Hamilton 

Committee  on  International  Relations 

November  14 r  1995 


QOESTION: 

4.   I  understand  that  the  U.S.  Embassy  in  Moscow  has 
established  an  assistance  coordination  unit,  and  that  you  are 
now  planning  to  establish  another  one  in  Kiev. 

How  is  this  coordination  unit  working  out? 

What  difference  has  this  unit  made? 

Why  hasn't  this  coordination  unit  been  able  to  solve  the 

problem  of  coordinating  law  enforcement  and  rule  of  law 

efforts  in  Moscow? 


ANSWER: 

Ambassador  Pickering  established  the  Ambassador's  Assistance 
Unit  (AAU)  over  a  year  ago  to  help  coordinate  cimong  the  many 
agencies  involved  in  the  assistance  effort  in  Russia.   Our 
office  works  very  closely  with  AAU,  which  is  headed  up  by  a 
Foreign  Service  Officer  with  long  experience  living  and  working 
in  the  former  Soviet  Union,  and  staffed  by  officers  from  USAID, 
USIA,  and  DOD.   The  chief  of  AAU  answers  directly  to  the 
Ambassador. 

We  believe  the  AAU  has  done  a  fine  job  in  ensuring  that 
information  is  shared  cunong  all  the  agencies,  duplication  of 
efforts  is  avoided,  and  that  the  policy  of  the  Ambassador  and 
the  Administration  is  carried  out.   In  addition,  the  chief  of 
the  AAU  has  played  an  important  role  in  consulting  aunong 
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foreign  donors  active  in  the  assistance  efforts.   These 
initiatives  to  leverage  and  target  our  funds,  combined  with  our 
efforts  here,  have  resulted  in  important  cost  savings  to  the 
U.S.  taxpayer. 

The  law  enforcement  training  and  technical  assistance  program 
has  been  going  full  steam  for  less  than  a  year.   A  full-time 
coordinator  for  the  progreim  arrived  in  Moscow  less  than  four 
months  ago.   We  are  confident  that  as  the  program  heads  into 
its  second  year,  we  will  be  able  to  develop  a  more  integrated 
and  coordinated  anti-crime  program  in  Russia  and  other  NIS. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Representative  Hamilton 

Committee  on  International  Relations 

November  14,  1995 


Question: 

5.  (Assistance  Programs):   What  coordination  takes  place  on  the 
ground  in  Moscow,  Kiev  and  other  cities  between  the  United 
States  and  other  international  assistance  donors? 

Do  U.S.  assistance  officials  meet  regularly  with  their 

counterparts  from  the  European  Union,  World  Bank,  IMF, 

European  Bank,  and  other  bilateral  donors? 


Answer; 

The  Coordinator,  representatives  of  his  office  and  other 
USG  assistance  officials,  particularly  from  USAID,  meet 
frequently  with  counterparts  from  international  and  bilateral 
donors.   We  routinely  include  such  meetings  in  all  trips  to  the 
field  to  evaluate  USG  prograuns .   For  exeunple,  the  Coordinator, 
accompanied  by  the  AID  Assistant  Administrator  for  Europe  and 
the  NIS,  met  with  World  Bank  and  IMF  officials  during  a  late 
November  trip  to  Russia  and  Ukraine.   The  Coordinator  also  led 
an  inter-agency  delegation  in  two  days  of  consultations  with 
the  EU  in  early  November,  and  recently  held  meetings  with  World 
Bank  leaders  and  an  EU  delegation  in  Washington. 

In  addition,  since  mid-September,  representatives  of  the 
Coordinator' s  office  met  in  London  with  officials  from  the 
EBRD;  in  Brussels,  Washington  and  Kiev  with  representatives  of 
the  EU;  in  London  auid  Kiev  with  officials  from  the  British 
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Know-How  Fund;  in  Washingt.on  with  representatives  of  the 
Government  of  Japan's  assistance  effort;  in  Washington  with 
German  Embassy  officers  concerned  with  assistance  issues;  and 
in  Washington  several  times  with  World  Bank/ IMF  officials. 
OSAID  representatives  participated  in  roost  of  these  meetings. 
Coordination  with  other  donor  organizations  enables  this 
program  to  leverage  its  funds  and  avoid  duplication  of  efforts. 

Complementing  and  supplementing  this  activity  by  the 
Coordinator  and  other  Washington-based  officials  are  meetings 
by  mission  field  directors  and  Embassy  officials,  such  as  the 
Ambassador's  Assistance  Coordination  Unit  at  Embassy  Moscow, 
with  field  representatives  of  the  World  Bank,  EBRD  and  other 
international  and  bilateral  donors. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Congressman  Lee  H.  Hamilton 

Committee  on  International  Relations 

November  14,  1995 

Question; 

3-   Cooperative  Threat  Reduction  funds  have  been  used  to  fund 
the  International  Science  and  Technology  Center,  to  redirect 
military  researchers  to  work  on  weapons  dismantlement  and 
peaceful  application  projects . 

How  many  Scientists  have  been  employed  with  these  U.S.  funds? 

Can  you  assure  the  committee  that  in  every  case,  scientists 
have  worked  with  U.S.  funds  on  peaceful  applications  of  their 
scientific  knowledge? 

Are  there  cases  where  scientists  have  taken  U.S.  funding,  while 
they  continue  to  work  on  military  applications? 


Answer;   The  total  number  of  NIS  scientists  working  on 
ISTC-funded  projects  is  about  10,500.   The  U.S.  has  committed 
$49  million  of  the  total  $75  million  committ.ed  to  the  ISTC,  of 
which,  the  U.S.  has  already  obligated  $32.7  million.   We 
estimate  that  our  funding  is  responsible  for  roughly  two  thirds 
of  the  total  number  of  NIS  scientists  employed  on  ISTC-funded 
projects. 

There  is  no  connection,  direct  or  indirect,  between 
Center-funded  projects  (including  those  the  U.S.  agrees  to 
fund)  and  weapons  projects.   To  ensure  this,  the  objective  and 
scope  of  each  proposal  is  examined  carefully  before  it  receives 
funding  to  make  sure  that  it  provides  weapons  scientists  the 
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opportunity  to  work  on  peaceful  applications  of  their 
scientific  knowledge  and  that  the  final  product  of  the  project 
does  not  have  military  applications. 

The  ISTC  is  proving  effective  at  redirecting  former  Soviet 
weapons  scientists  toward  peaceful  activities.   Many  of  these 
scientists  continue  their  affiliation  with  institutes  where 
some  weapons  research  continues,  in  large  part  in  order  to 
retain  health  care,  pensions  and  other  social  benefits  that  are 
directly  related  to  employment  at  such  institutes. 

However,  we  have  raised  this  important  issue  with  the  ISTC 
staff  and  reviewed  the  files.  We  find  that  the  majority  of 
weapons  scientists  involved  in  ISTC  projects  spend  most  of 
their  time  on  ISTC  projects.   Many  of  them  also  work  on  other 
peaceful  projects,  such  as  Department  of  Enijrgy  lab-to-lab  and 
NIS-Industrial  Partnering  Program  projects.   With  limited 
assistance  resources,  such  ISTC  funded  peaceful  projects  cannot 
support  all  former  Soviet  weapons  scientists  full  time. 
Moreover,  Russia  has  ongoing  stewardship  responsibilities  for 
control  and  handling  of  nuclear  weapons  and  materials .   These 
obligations  can  not  be  met  without  adequate  scientific 
expertise. 
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Question  for  the  Record 

Submitted  to 

Richard  L.  Morningstar 

Special  Adviser  to  the  President  and  Secretary  of  State 

by  Congressman  Lee  H.  Hamilton 

Committee  on  International  Relations 

November  14,  1995 

Question; 

1.  A.   Russia — A  draft  GAO  Report  finds  the  following: 

"U.S.  assistance  projects  designed  to  strengthen  civilian 
control  of  the  Russian  military,  including  the  International 
Military  Education  and  Training  (IMET)  program  and  a  U.S. 
AID-funded  project,  have  not  had  much  of  an  impact .... (T) hey 
have  not  affected  significant  numbers  of  Russian  decisionmakers 
due  to  a  lack  of  interest  by  the  Russian  government." 

Do  you  share  the  GAO's  assessment  that  U.S.  assistance  programs 
have  not  had  an  impact  in  promoting  civilian  control  of  the 
military? 

Is  Russia  just  not  interested  in  this  type  of  program? 

Is  it  worth  continuing,  or  not? 

Answer;   With  respect  to  the  IMET  program  we  believe  we  have 
had  insufficient  time  to  make  much  of  an  impact  in  promoting 
civilian  control  of  the  military.   The  IMET  progrsun  is 
primarily  a  long-term  effort  to  favoraibly  influence  mid-level 
officers  who  will  eventually  assume  greater  responsibility.   As 
such  the  program  has  objectives  in  addition  to  the  promotion  of 
civilian  control  of  the  military.   These  include  exposure  to 
the  positive  U'.S.  military  leadership  environment,  the  code  of 
conduct  and  legal  protection,  and  training  standards. 

We  have  had  considerable  success  with  Russian  Ministry  of 
Foreign  Affairs  and  Border  Guard  Forces  participation  in  the 
IMET  prograim.   The  Russian  MOD  has  had  difficulty  in 
identifying  language  trained  students  to  attend  U.S.  courses. 
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There  is  also  a  mismatch  between  U.S.  and  Russian  military 
education  systems  which  result  in  little  comparaibility  between 
courses.   Despite  these  obstacles,  we  are  developing  a  sound 
and  effective  IMET  progreim  with  the  Russian  MOD  and  we  expect 
that,  over  time,  the  IMET  program  will  continue  to  improve. 


It  is  definitely  worth  continuing  our  efforts  in  the  IMET 
program  with  Russia.   As  our  new  security  relationship  with 
Russia  grows  it  will  be  important  that  our  military  forces  be 
able  to  operate  together,  as  they  will  soon  be  doing  as  part  of 
the  IFOR  in  Bosnia.   Such  cooperation  will  to  a  large  extent 
depend  on  Russian  military  personnel  being  exposed  to  the  U.S. 
and  participating  in  U.S.  professional  military  education. 
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QUESTION  FOR  THE  RECORD  SUBMITTED  TO 

RICHARD  L.  MORNINGSTAR,  SPECIAL 

ADVISER  TO  THE  PRESIDENT  AND 

SECRETARY  OF  STATE  BY 

REPRESENTATIVE  HAMILTON 

COMMITTEE  ON  INTERNATIONAL  RELATIONS 

NOVEMBER  14,  1995 


Question: 

B.   Caucasus  States 


1.   Much  of  U.S.  assistance  to  Armenia  is  humanitarian  aid 
necessitated  by  going  economic  blockage  of  Armenia  to 
Azerbaijan. 

As  we  approach  another  winter  in  Armenia  what  specific 
humanitarian  activities  is  the  Administration  undertaking  to 
help  Armenia? 

What  problems  does  the  continuing  overland  blockage  of 
Armenia  by  Turkey  (Turkey  reopened  the  air  routes  earlier  this 
year)  pose  for  the  delivery  of  U.S.  assistance? 

Where  are  you  in  your  dialogue  with  Turkey  concerning  an 
overland  humanitarian  aid  corridor  to  Armenia? 


Plans  to  aid  Armenia  in  the  winter  of  1995/96  began  early 
in  calendar  year  1995.   In  the  energy  sector  the  USG  just 
recently  completed  delivery  of  25,000  metric  tons  of  kerosene 
as  a  continuation  of  a  vulnerable  group  targeted  program 
originally  begun  two  years  ago.   With  this  delivery,  this 
progrsun  will  have  provided  96,000  kerosene  heaters  and  over 
70,000  metric  tons  of  kerosene  to  the  most  vulnerable  groups  as 
identified  by  the  GOA  to  meet  emergency  needs.   Additionally, 
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the  U.S.  government  is  providing  82,000  metric  tons  of  mazout 
(low  grade  fuel  oil)  to  Armenia  which  will  be  burned  in  their 
power  plants  to  generate  electricity.   In  the  food  sector  the 
USG  delivered  38,000  metric  tons  of  wheat  to  Armenia  in  the 
fall  to  help  bridge  the  gap  between  their  harvest,  the  onset  of 
winter  and  the  European  Union  (ED)  deliveries  of  wheat  which 
began  in  November.   The  U.S.  Department  of  Agriculture  is 
currently  in  the  final  stages  of  concluding  an  agreement  with 
Armenia  which  will  deliver  $15  million  (Approx  55,000  metric 
tons)  of  wheat  to  Armenia  in  mid  to  late  i^ril  of  1996. 


Answer; 

U.S.  assistance  to  Armenia,  because  of  limitations  imposed 
by  Turkish  restrictions  in  the  south  amd  continued  striff  in 
Abkhazia  and  Chechnya  in  the  north,  continues  to  flow  through 
the  ports  of  Poti  and  Batumi  in  Georgia.   The  main  problem 
revolving  around  this  situation  is  a  logistical  one  since  all 
Georgian  and  Azeri  assistance  comes  through  these  ports. 
Between  November  1994  and  May  of  1995  over  one  million  metric 
tons  of  bulk  commodities  provided  by  the  U.S.  and  the  EU  to  the 
Caucasus  came  through  Poti  or  Bat\imi  and   were  delivered  along 
the  highly  congested  Georgian  rail  line.   To  work  around 
conditions,  the  U.S.  and  EU  were  forced  to  coordiante  closely 
over  the  past  two  years  to  ensure  the  deconfliction  of 
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commodity  deliveries.   The  U.S.  has  spent  over  $10  million  in 
establishing  and  funding  the  operations  of  the  World  Food 
Progarm's  (WFP's)  Caucasus  Logistics  Advisory  Unit  (CLAU)  in 
Georgia.   This  organization  has  tremendously  assisted  the 
Georgian  government  in  ensuring  the  continued  and  orderly 
movement  of  commodities  through  Georgian  ports  and  along  a 
deteriorating  Georgian  rail  system  in  constant  need  of  repair. 

Negotiations  are  still  ongoing  and  the  Turkish  government 
along  with  other  governments  in  the  region  are  being  encouraged 
to  cooperate  to  ease  tensions  and  to  open  up  the  movement  of 
commodities  into  and  out  of  the  Caucasus  countries.   There  have 
been  no  breakthroughs  to  date  in  the  area  of  overland 
humanitarian  corridors  through  Turkey. 


352 


Coxintry  Questions 
B.  Caucasus  States 
Question: 

2 .   The  House-passed  Conference  Report  of  the  Foreign 
Operations  Appropriations  bill  for  FY' 96  contains  a  provision 
that  would  soften  Section  907  of  the  FREEDOM  Support  Act 
prohibiting  U.S.  assistance  to  the  government  of  Azerbaijem  -- 
to  allow  for  humanitariem  assistcuice  to  that  government  if 
existing  assistemce  is  not  adequately  addressing  the  suffering 
of  the  one  million  refugees  euid  internally  displaced  persons  in 
the  cotintry. 

What  is  the  Administration's  position  on  Section  907? 

Are  you  prepared  to  help  provide  such  humsmitaricui 
assistamce  to  the  government  of  Azerbaijem? 

Answer ; 


The  Clinton  Administration  opposes,  like  the  Bush 
Administration  had  opposed,  Section  907  of  the  FREEDOM  Support 
Act.   This  restriction  on  our  assistance  to  the  Government  of 
Azerbaijan  has  not  had  any  positive  effect  on  resolving  the 
Nagomo-KarcQ3edch  conflict  cuid  has  actuedly  hindered  our  main 
foreign  policy  objectives  in  the  region. 

Since  Section  907  was  enacted  in  October  1992,  hundreds  of 
thousands  of  Azerbaijeuiis  have  been  driven  from  their  homes  due 
to  fighting  in  euid  around  Nagomo-Karabalch.   The  private 
voluntary  organizations  on  the  ground  in  Azerbaijeui  have  done  a 
good  job  in  trying  to  meet  the  needs  of  these  people,  within 
the  restrictions  of  Section  907.  However,  the  displaced  in 
Azerbaijan  lack  adeqpiate  shelter, ■  proper  semitation  euid  even 
food  emd  basic  medicines.  . 
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If  the  lemguage  in  the  House  Foreign  Operations 
Appropriations  bill  is  passed,  we  would  be  prepared  to  work 
with  government -owned  institutions,  particularly  hospiteils,  to 
better  address  the  needs  of  the  displaced.  We  would  continue 
to  rely  heavily  on  the  private  voluntary  and   international 
orgemizations  in  carrying  out  U.S.  assistemce  efforts,  but  this 
provision  would  give  them  the  flexibility  to  do  so  in  the  most 
efficient  mamner  possible. 
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Question   for  1:Ixe  Record 

SubiiLlt.t:ed  t:o 

Richard  L.  Mornxngstiauc 

Special  Adviser  to  the  President  and  Secretary  of  State 

on  U.S.  Assistance  to  the  NIS 

by  Lee  H.  Haniilton 

Comniittee  on  International  Relations 

November  14,  1995 


Country  Questions 
B.  Caucasus  States 

QUESTKW: 

3.   As  you  may  be  aware,  there  have  been  serious  concerns 
raised  about  the  Administration's  plan  to  provide  police 
training  to  the  Government  of  Georgia  because  of  raunpant, 
endemic,  high-level  corruption  and  its  apparent  influence  over 
the  government.   Despite  the  Ranking  Member's  objections,  the 
Administration  decided  to  go  ahead  with  this  program.   After 
this  decision,  a  high  ranking  member  of  the  security  forces  was 
implicated  in  the  failed  assassination  attempt  against  Chairman 
Shevardnadze . 

What  is  the  current  status  of  this  program? 

Is  the  program  designed  to  help  address  the  widespread 
corruption  in  the  Georgian  Government? 

What  controls  are  in  place  to  vet  any  participants  in  this 
program? 

Has  the  Georgian  Government  made  any  serious  attempt  to  address 
high-level  government  corruption  and  other  criminal  activity? 


ANSMER: 

1.  Our  program  in  Georgia  has  been  limited,  and  designed 
purposely  in  a  manner  to  avoid  appearances  of  supporting 
questionable  individuals  or  activities. 

2 .  The  US  Law  Enforcement/  Rule-of-Law  assessment  teeun  which 
travelled  to  Georgia  earlier  this  year  suggested  the  following 
types  of  programs: 
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Technical  Assistance  in  drafting  the  New  Constitution 

Civil  and  Criminal  codes 

Placement  of  a  long  -term  ABA/CEELl  advisor 

Training  for  Judges,  Defense  Attorneys,  Investigators,  and 

Journalists  who  cover  legal  issues 
Assistance  on  Police  Academy  Curriculum  Reform;  and 
Forensics  training. 

It  was  agreed  by  the  assessment  team  and  a  multi-agency  law 
enforcement  working  group  that  the  USG  should  proceed 
immediately  with  design  and  implementation  of  a  broad-based 
Rule-of-law  program  for  Georgia,  including  forensics 
development  and  Rules  of  Evidence  procedures. 

Actual  Georgian  deliverables  to  date  have  been: 

A)  DEA  Drug  Enforcement  Seminar  for  thirty-five  students. 

B)  ICITAP  -  provided  a  Crime  Scene  Kit  to  the  Ministry  of 
Internal  Affairs  (MVD)  for  training  purposes. 

C)  Constitutional  drafting  assistance  (ARD/Checchi  -  ROLC) . 

D)  Civil  Code  drafting  assistance  (ARD/Checchi  -  ROLC) . 

E)  ABA/CEELI  legal  reform  assessment. 

F)  Journalistic  training  related  to  the  recent  elections. 


3.   All  participants  are  vetted  through  the  resources  of  the 
Embassy's  Country  Team,  which  has  final  approval. 
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4 .   Key  Georgian  reformers  have  shown  that  they  are  capable  of 
properly  employing  targeted  training  that  they  have  received 
previously  from  U.S.  law  enforcement  agencies.   Over  the  past 
year  President  Shevarnadze  has  taken  some  important  steps  to 
clean  up  the  police  force  and  crack  down  on  crime.   For 
example,  prior  to  September,  the  MVD  internal  affairs  had 
arrested  300  officers  for  corruption,  and  1,000  others  have 
been  fired  for  incompetence.   Certain  ranking  officials  in  the 
security  forces  who  were  implicated  in  the  August  28 
assassination  attempt  on  then  Chairman  Shevarnadze  were 
arrested.   The  Georgian  government  believes  it  has  removed  the 
influence  of  the  Mkhedrioni  from  the  security  forces . 

In  addition,  as  noted  in  this  question,  high-ranking 
security  officials  with  alleged  ties  to  the  organized  mafia 
have  been  replaced  and  are  under  criminal  investigation. 
Clearly,  President  Shevarnadze  needs  the  help  of  U.S.  and 
international  law  enforcement  community  to  continue  this 
anti-crime  and  corruption  initiative. 

Steps  have  also  been  taken  to  make  Rule-of-Law  and  respect 
for  human  rights  cornerstones  of  their  society.   The  Georgian 
Parliament  adopted  a  new  constitution  on  August  24  and 
democratic  parliamentary  and  presidential  elections  on 
November  5.   Despite  some  continuing  real  problems,  we  believe 
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the  Georgians  merit  our  support  of  their  ongoing  efforts  to 
create  a  stable,  democratic  society.   They  have  already  made 
significant  progress  and  now  is  the  time  to  work  with  the 
government,  as  well  as  non-governmental  entities  to  further 
their  efforts  by  sharing  our  experience  and  expertise. 
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Questions  for  the  Record  Submitted  to  Mr.  Richard  Momingstar 
House  International  Relations  Committee 


103.  What  is  the  strategy  for  targeting  USIA  exchange  programs  among  the  many  regions  of 
the  Russian  Federation  and  the  lesser  numbers  of  regions  in  Ukraine?  Which  regions  are 
considered  the  most  important  for  such  programs  to  target  in  both  countries  and  why? 

USIA  has  successfiilly  expanded  our  programs  beyond  Moscow  and  Kiev  and  into  the 
regions  of  Russia  and  Ukraine.  Nearly  two  thirds  of  the  program  participants  in  Russia 
come  from  outside  the  Moscow  area.  Participants  in  our  academic  programs  are  recruited 
via  open  merit-based  competitions,  which  are  advertised  nationally.  This  mechanism 
provides  for  a  broad  distribution  of  participants  and  allows  USIA  to  reach  potential 
reformers  from  throughout  Russia  and  Ukraine.  For  example,  last  year's  secondary 
school  academic  year  program  in  Russia  included  students  from  over  200  cities  and  80 
regions. 

USIA  posts  in  the  field  work  closely  with  their  Russian  and  Ukrainian  counterparts  to 
identify  regions  which  demonstrate  promise  and  can  most  effectively  utilize  assistance 
programs.  For  example,  in  the  Business  for  Russia  program,  USIA  and  the  Russian 
Federal  Employment  Service  worked  together  to  select  the  target  regions  (22  in  all). 
Regions  are  selected  based  on  USG  priorities  and  Russian  government  evaluations  of 
which  areas  have  been  hardest  hit  economically  and  demonstrate  the  greatest  potential  for 
small  business  development.  USIA  also  targets  Russian  regions  identified  by  the 
Department  of  State  as  priority  areas.  USIA  programs  are  layered  in  each  region  and 
complement  and  build  upon  one  another.  Key  regions  are  selected  to  receive  a  package 
of  programs.  For  instance  in  Yekaterinburg,  USIA  has  conducted  student  programs  for 
secondary  school,  undergraduate,  graduate  and  faculty  members;  designed  short-term 
visitor  programs  for  regional  and  local  officials;  opened  an  Information  Resource  Center 
in  partnership  with  a  city  library  with  on-line  resources  available  to  all  program  alunmi 
and  the  general  public;  recruited  50  interns  for  the  Business  for  Russia  program;  fimded 
two  university  partnerships;  and  sponsored  a  relationship  between  the  National 
Association  for  Governor's  Policy  Advisors  and  their  Urals  counterparts. 

In  Ukraine,  USIA  has  followed  a  similar  strategy,  blanketing  the  country  with  our  openly 
competed  programs  and  providing  targeted  assistance  to  areas  identified  by  the  embassy 
as  key  to  reform.  In  FY-94,  a  sample  of  participants  in  U.S.  based  exchange  programs 
shows  about  30  percent  from  Kiev;  23%  from  Western  Ukraine  (Lviv,  Ivano-Frankivsk 
and  Temopil),  20%  from  eastern  Ukraine  (Donetsk,  Kharkhiv,  Poltava  and  Luhansk), 
15%  from  southern  Ukraine  (Mykolaiv,  Odessa  and  Crimea),  and  12%  from  Central 
Ukraine  (Cherkassy,  Khmelnytsky  and  Zhytomyr). 
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104.  What  will  USIA  do  to  set  priorities  in  its  exchanges  and  training  budget? 

105.  What  steps  will  USIA  take  to  ensure  that  the  spirit  of  the  relevant  report  language  and  the 
target  of  $32  million  in  NIS  exchanges  and  training  is  honored  in  USlA's  base  budget? 

Support  for  democratic  transition  in  the  NIS  is  a  high  priority  for  USIA  core  exchange 
programs.    Despite  the  intense  pressure  on  our  exchanges  resources,  we  are 
determined  to  continue  this  priority  at  a  similar  proportional  level  in  FY  1 996. 

In  FY  1995,  USIA  devoted  $25.5  million  of  its  base  exchanges  allocation  of  $228  million 
(10.7  percent)  for  NIS  programs.  In  FY  1994,  approximately  $27.8  million  of  an  overall 
exchanges  budget  of  $242  million  (or  1 1.4  percent)  went  for  NIS  programs. 

Because  we  anticipate  a  reduced  overall  exchanges  appropriation  in  FY  1 996,  any 
increased  commitment  to  the  NIS  would  force  even  deeper  and  more  crippling  cuts  in 
USIA's  other  compelling  priorities,  including  support  for  Bosnia,  the  Middle  East  peace 
process,  for  the  new  democracy  in  South  Africa,  for  relations  with  Pacific  rim  countries 
vital  to  U.S.  interests,  and  for  America's  hemispheric  neighbors  on  their  own  path  to 
democracy. 

In  the  context  of  our  worldwide  efforts  to  use  our  exchanges  resources  to  advance  U.S. 
foreign  policy  goals,  we  are  committed  to  continuing  a  balanced,  cost- 
effective  exchange  program  with  the  NIS  coimtries.    To  this  end,  USIA's  Director  has 
committed  to  NIS  exchanges  funding  at  $24  million  dollars  or  12%  of  the  overall 
exchanges  budget.  This  is  an  increase  over  last  year's  percentage. 
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106.  Who  are  some  of  the  most  prominent  officials  from  the  NIS  to  have  participated  in  the 
USIA  and  AID  exchange  programs? 

107.  Do  you  have  grounds  to  believe  that  their  visits  to  the  US  affected  their  thinking  on 
important  issues  with  which  they  were  concerned  upon  their  return  to  their  home  coimtry? 
Please  provide  several  examples. 

Examples  of  Prominent  Visitors  Traveling  on  Freedom  Support  Programs 

Belarus 

The  Chairman  and  Members  of  the  Constitutional  Court  of  Belarus 

Georgia 

Chairman,  Foreign  Relations  Committee,  Parliament  of  Georgia 

Kazakhstan 

Minister  of  Agriculture 

State  Counselor 

Procurator  General 

Deputy  Procurator  General 

Chairman,  Supreme  Soviet  Committee  on  National  Security  and  Defense 

Presidential  Representative  to  the  Supreme  Soviet  (later  appointed  Minster  of  Justice) 

Members  of  Supreme  and  Constitutional  Courts  of  Kazakhstan 

Deputy  Minister  of  Ecology  and  Bioresources 

Kyrgyzstan 

Chairperson  and  Members  of  Constitutional  Court 

Minister  of  Internal  Affairs 

Chairman,  National  Bank  of  Kyrgyzstan 

Director  of  State  Customs  Inspection 

Speaker,  Assembly  of  People's  Representatives,  Parliament  of  Kyrgyzstan 

^^ 
Russia 

Minister  of  Education 

Press  Secretary  to  the  President  of  the  Russian  Federation 
Deputy  Head  of  Treasury 

Deputy  Minister  of  Posts  and  Telecommunications 

Director  of  the  Federal  Bankruptcy  Agency  (later  named  Chairman  of  State  property  Committee) 
Chief  Prosecutor  of  Moscow 
Head  of  the  Justice  Department  of  St.  Petersburg 

Deputy  Head  of  the  Department  for  Defense  Industry  Conversion  on  Sverdlovsk 
Deputy  Head  of  the  Chelyabinsk  Oblast  Administration 
Deputy  Chief  Editor,  "Moscow  News"  Newspaper 
Approximately  Twenty-five  Speakers  of  Regional  ParUaments 
Nearly  a  dozen  Russian  presidents  of  Regional  Chambers  of  Commerce 
Thirty-five  Russian  governors,  including  governors  of  Moscow  and  St.  Petersburg  regions 
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Approximately  one  hundred  Russian  Parliamentarians  and  staff  representing  Duma  and 
Federation  Council  Committees  on  Defense,  Budget  and  Finance,  Education  and  Science, 
Agriculture,  and  Social  Issues. 

Tajikistan 

Mufti  of  Tajikistan 

Counselor  to  the  President  of  Tajikistan 

Ukraine 

Head  of  State  Committee  for  Radio  and  Television 

President,  National  Radio  Company 

Spokesman,  Ministry  of  Foreign  Affairs 

Speaker  of  the  Ukrainian  ParliamentA'erkhovna  Rada 

Chairman,  Foreign  Affairs  Committee,  Verkhovna  Rada 

Chairman,  Committee  on  Combating  Organized  Crime,  Verkhovna  Rada 

Chairman  and  Five  Members  of  the  Supreme  Court  of  Ukraine 

Uzbekistan 

Chairman,  Uzbekistan  State  Taxation  Board 
Deputy  Minister  of  Finance 
Head,  Presidential  Press  Service 

Anecdotal  Evidence  of  Effectiveness: 

Belarus  Constitutional  Court  Impressed  with  U.S.  Judicial  System 

Members  of  the  Belarussian  Constitutional  Court,  who  participated  in  a  FSA  program  on 
constitutional  law  and  the  judicial  process  in  August  1995,  returned  to  Minsk  fiill  of  praise  for 
the  U.S.  judicial  system.  The  group  held  a  press  conference  at  which  the  Chairman  of  the  Court 
stated  that  the  U.S.  represented  the  "ideal  of  a  law-based  society  towards  which  other  countries 
should  aspire,  and  that  whereas  important  legal  principles  are  given  lip-service  in  Belarus,  they 
have  been  realized  in  the  U.S."  During  the  meeting  with  the  Ambassador,  the  justices  noted  that 
this  Freedom  Support  effort  was  an  "important  event  in  the  life  of  the  constitutional  court  and 
that  much  of  the  information  gathered  during  the  trip  was  of  immediate  use  during  their  work," 

Program  for  Kyrgyz  and  Kazakh  Constitutional  Court  Justices  Fosters  Respect  for 
Independent  Judiciary 

In  1994,  USIA  organized  a  program  for  justices  from  both  Kyrgyzstan's  and  Kazakhstan's 
Constitutional  Courts  to  examine  the  U.S.  judicial  system.  The  visitors,  in  conversations  with 
program  organizers,  remarked  that  they  were  most  impressed  with  the  primacy  of  an  independent 
judiciary  as  a  key  component  of  American  democracy.  Chief  Justice  Cholpon  Bayekova  of  the 
Kyrgyz  Constitutional  Court  said  that  she  intended  to  initiate  a  number  of  seminars  to  inform  the 
Kyrgyz  people  and  legislature  of  the  importance  of  the  Constitutional  Court  and  its  role  in  a 
democratic  society. 
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Russian  Minister  of  Education  Promotes  Decentralization  of  Education  System 

Russian  Minister  of  Education,  Yevgeny  Tkachenko,  traveled  to  the  U.S.  on  a  Freedom  Support 
grant  program  in  May  1993.  Most  impressed  by  the  decentralization  of  U.S.  education,  he 
commented  that  in  the  U.S.  "individual  initiative  from  the  bottom  up,  rather  than  the  top  down, 
makes  things  work."  The  Minister  returned  to  Russia  committed  to  decentralizing  Russian 
education  by  increasing  teacher  and  school  management  responsibilities  and  giving  educators 
greater  influence  on  federal  curriculum  guidelines.  Toward  this  end,  he  initiated  a  Freedom 
Support  project  for  fifty  of  his  most  reform-minded  secondary  school  administrators  which  USIA 
undertook  in  early  1994. 

Russian  National  Security  Advisors  Gain  Better  Perspective  of  U.S.  Security  Concerns 

Eleven  staff  members  of  the  Russian  Parliament's  Defense  and  Security  Committees  participated 
on  a  June  1995  Freedom  Support  project  entitled  "International  Security  Issues."  The  program, 
which  concentrated  on  defense  issues,  organized  crime  and  corruption,  and  issues  of  legislative 
control  in  national  security,  contributed  to  striking  changes  in  the  group's  attitudes  on  important 
questions  ranging  from  NATO  expansion,  to  START2,  to  cooperation  with  the  FBI. 

Many  in  the  group  had  arrived  in  the  U.S.  with  the  idea  that  NATO  expansion  was  both  a 
military  threat  to  Moscow  and  an  expression  of  American  disdain  for  Russian  concerns.    As  a 
result  of  program  meetings  on  the  internal  and  external  constraints  on  American  decision  making 
regarding  NATO  expansion,  several  participants  came  to  the  conclusion  that  such  expansion 
cannot  be  viewed  as  an  aggressive,  anti-Russian  move  by  the  U.S.  One  participant,  in  an 
interview  in  Pravda,  commented  that  he  had  gathered  from  his  trip  an  understanding  that  not  all 
American  politicians  want  to  isolate  Russia  from  the  international  community. 

Program  discussions  on  the  difficulties  of  START2  ratification  by  both  country's  legislatures 
seemed  also  to  have  had  some  practical  results.  Discussions  with  Senator  Richard  Lugar's  staff 
contributed  to  an  understanding  of  what  both  legislatures  need  in  order  to  make  ratification  more 
politically  palatable. 

Meetings  at  the  National  Security  Council,  with  the  FBI,  and  particularly  with  representatives  of 
the  Office  of  the  Inspector  General  of  the  CIA  provided  the  participants  with  ideas  on  how  their 
Parliament  could  exercise  responsible  oversight  of  the  military,  security  and  intelligence  forces 
without  compromising  secrecy  and  effectiveness  of  these  forces.  The  visitors  also  left  the  U.S. 
with  a  much  better  perspective  of  the  legal  and  politiod  fi-amework  within  which  the  FBI 
operates  in  this  country.  They  no  longer  saw  the  FBI  as  an  unfiiendly,  un-neighborly  American 
organization  that  would  not  help  Russia  overcome  one  of  the  major  threats  to  its  economy  and 
society  -  organized  crime  and  rampant  high-level  corruption 

Russian  State  and  Local  Government  Programs  Result  in  Publication  of  Federalism  Texts 

In  June  1995,  the  Siberian  International  Center  for  Regional  Research  and  the  Institute  of 
Economy  and  Organization  of  Industrial  Production  -  both  organizations  within  the  Russian 
Academy  of  Sciences  -  began  to  publish  a  series  of  books  on  federalism.  The  books  will 
concentrate  on  problems  of  regulation  of  regional  and  inter-regional  development;  economic  and 
political  interactions  among  regions;  and  division  of  power  between  the  federal  center  and 
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regions  in  Russia.  The  first  book  in  the  series  contains  a  article  by  a  former  Freedom  Support 
grantee,  who  writes,  "the  first  experience  of  communication  with  American  colleagues  proved 
that,  in  them,  we  have  perfect  partners  who  can  provide  us  with  serious  help  in  training  and 
forming  new  leaders  in  large  regions  of  Russia." 

Russian  Delegation  Gains  Appreciation  of  American  Defense  Conversion  Efforts 

In  early  spring  1995,  USIA  hosted  a  Russian  delegation  of  defense  industry  factory  managers 
and  government  officials  from  the  Urals  region  on  a  Freedom  Support  project  designed  to 
acquaint  them  with  U.S.  defense  conversion  efforts.  During  a  press  conference  held  shortly  after 
the  group's  return  to  Russia,  participants  noted  that  among  the  most  important  impressions 
gained  on  the  trip  was  their  realization  that  the  U.S.  is  serious  about  converting  its  own  defense 
industry.  The  group,  generally  skeptical  about  the  American  commitment  to  defense  conversion 
before  their  travel  to  the  U.S..  met  with  Defense  Secretary  Perry  to  talk  about  American 
conversion  efforts  and  issues  of  dispute  between  the  two  countries,  such  as  Russian  sale  of 
nuclear  technology  to  Iran. 

Freedom  Support  Program  Contributes  to  Creation  of  Inspectors  General  Office  in  Russia 

USIA  organized  two  projects  for  members  of  Russia's  Control  Department.  In  1994.  eleven 
members  of  President  Yeltsin's  administrative  staff  traveled  to  the  U.S.  to  examine  the  budgetary 
and  oversight  responsibilities  of  the  U.S.  executive  branch  with  the  intention  of  creating  a  similar 
fi-amework  in  Russia.  As  a  result  of  their  U.S.  experience,  the  Russian  government  committed 
itself  to  enhancing  the  Inspector  General  corps  and  to  seeking  guidance  fi-om  the  U.S.  on  various 
ways  accomplish  this. 

Speaker  of  the  Ukrainian  Parliament 

In  September/October  1994,  a  Ukrainian  parliamentary  delegation  headed  by  Oleksandr  Moroz, 
Speaker  of  the  Verkhovna  Rada,  spent  ten  days  in  the  U.S.  under  a  fi-eedom  Support  Grant.  The 
group  met  with  Vice  President  Gore  and  other  high-level  administration  officials,  as  well  as 
members  of  Congress.  Perhaps  not  coincidentally,  soon  after  the  visit.  President  Kuchma's 
progressive  economic  reform  package  and  accession  to  the  NPT  won  passage  in  the  Supreme 
Rada,  despite  expectations  to  the  contrary.  All  analysts  had  predicted  that  President  Kuchma 
would  not,  and  indeed  could  not,  win  approval  in  the  face  of  Speaker  Moroz  and  an 
overwhelmingly  conservative  and  recalcitrant  parliament. 

Uzbek  Presidential  Press  Service  Impressed  by  Professionalism  of  American  Journalists 

In  February  1995,  an  Uzbek  media  delegation  headed  by  Murad  Muhammed  Dost,  Head  of  the 
Uzbek  Presidential  Press  Service,  traveled  to  the  U.S.  to  look  at  the  relationship  between  the 
government  and  the  media.  Upon  returning  to  Tashkent,  Dost  remarked  to  American  Embassy 
officers  that  his  U.S.  experience  made  him  appreciate  the  high-level  of  professionalism  of 
American  journalists,  which  he  noted  was  directly  related  to  their  independence  from 
government  control.  Lamenting  the  lack  of  such  professionalism  among  Uzbek  journalists,  he 
suggested  that  the  latter  would  benefit  from  training  in  the  U.S. 
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108.  Please  provide  a  breakdown,  by  each  Newly  Independent  State,  of  USIA  program 
obligations  and  expenditures  since  FY  90,  covering  both  USIA  base  funding  and  funds 
transferred  to  USIA  from  the  NIS  account. 

Attached  are  our  best  estimates  of  levels  of  assistance  and  base  funds  spent  in  each  of  the  NIS 
countries  from  FY-90  through  FY-94.  For  assistance  fimds,  we  were  able  to  provide  FY-95  data 
as  well.  For  our  base  funds,  this  information  is  not  yet  available.  FY-90  and  FY-91  figures  are 
listed  under  Russia  and  reflect  expenditures  for  the  entire  Soviet  Union.  Base  figures  include 
broadcasting. 
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Responses  To  Questions  Submitted 

To  Thomas  Dine, 

US  Agency  for  International  Development 

Most  Bff«ctiv«  MIS  Bnterprls*  Fund 

Chairman  Gilman:    Which  of  the  three  existing  enterprise  funds 
in  the  NIS  has  functioned  most  effectively? 

Mr.  Dine:  The  Central  Asian  American  Enterprise  Fund  ("CAAEF") 

has  gotten  off  to  a  quick  start  in  the  five  country 

region  of  Kazakstan,  Uzbekistan,  the  Kyrgyz  Republic, 

Tajikistan,  and  Turkmenistan.   Since  mid  1994  the  Fund 

has  approved  16  investments,  totalling  $24  million,  of 

which  $7  million  covering  eight  (8)  projects  has  been 

disbursed.   The  Fund  is  performing  due  diligence  work 

on  another  $55  million  worth  of  investments,  of  which 

it  is  projected  that  $29  million  will  be  approved  by 

December  31,  1995.   Agribusiness,  textiles,  apparel 

manufacture,  and  building  materials  are  the  sectors  in 

which  the  Fund  has  been  most  active  to  date.   Richard 

Bernstrom,  President  and  Chief  Executive  Officer  of  the 

Fund,  resides  in  the  Central  Asia  region  and  formerly 

participated  in  privatization  work  in  the  region. 
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Enterprise  Funds  Furthering  U.S.  Goals 

Chairman  Gilman:    What  would  you  point  to  as  the  best  aspects 
of  such  funds  in  furthering  U.S.  foreign 
policy  goals  in  the  NIS? 

Mr.  Dine:  Enterprise  funds  in  the  NIS  have  functioned  best  as 

vehicles  for  delivering  investment  capital  to 

individual  businesses.  Their  private,  not-for-profit 

status  and  broad  legislative  mandate  give  the  Funds  the 

flexibility  to  adapt  quickly  to  difficult  and  rapidly 

changing  economic  environments.   Each  of  the  enterprise 

funds  must  develop  strategies  to  suit  the  particular 

conditions  found  in  the  host  country.   Where  country 

conditions  are  less  conducive  to  private  enterprise, 

Funds  are  still  able  to  engage  in  beneficial 

development  activity,  but  the  opportunities  are  more 

limited  and  the  process  is  more  difficult  than  in  the 

more  advanced  countries.   The  related  benefit  is  that 

the  visibility  of  the  Fund  constantly  highlights 

investment  problems  to  the  host  governments.   The  Funds 

act  as  catalysts  for  change  that  reaches  the  attention 

of  the  highest  levels  of  government  quickly.   Thus  the 

Funds  give  the  concrete  examples  that  can  be  used  to 

support  the  need  for  broader  systematic  reform. 
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Worst  Aspects  of  Enterprise  Funds 

Chairman  Gilman:    What  would  you  see  as  the  worst  aspects  of 
such  fund  in  that  regard? 

Mr.  Dine:  The  instability  of  the  macroeconomic  environment  poses 

major  problems  for  Funds  operating  in  the  NIS.   The 

weakness  of  existing  legal  institutions,  property 

rights  legislation  and  contract  enforceability  are 

major  impediments  to  investing  in  the  NIS.   Limited  and 

uncertain  progress  in  privatization  due  to  lack  of 

political  will  and/or  bureaucratic  procedures  hampers 

effective  investment  planning. 

Financial  instability  of  capital  markets  and 

inflation  add  risk  to  investment  programs  and  render 

equity  investment  particularly  vulnerable.   Where  loans 

or  investments  are  made  in  local  currency,  the  business 

risk  is  compounded  by  the  currency  risk. 
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THE  COMMODITY  IMPORT  PROGRAM  IN  RUSSIA 

Chairman  Gilman:    Why  has  this  program,  targeted  at  Russia, 
been  implemented  so  slowly? 

Mr.  Dine:      The  Russian  Energy  and  Environmental  Commodity 

Import  Program  (CIP)  was  the  first  bilateral 

agreement  signed  by  USAID  with  the  Russian 

Government.   It  was  signed  in  December  1993. 

Conditions  precedent  relating  to  adequate 

monitoring  and  accounting  systems  were  met  in  the 

Summer  of  1994.   To  give  a  fair  chance  to  all 

potential  Russian  importers,  to  avoid  complete 

central  control  of  the  decisions,  and  to  avoid 

favoritism,  opportunity  to  import  under  the  CIP 

was  advertised  widely  in  Russia.   As  a  result: 

-  Requests  worth  $850  million  were  received, 
evaluated  and  prioritized  and  allocations 
announced  for  the  available  $77  million  by 
Fall  1994.   Originally  only  15  -  20 
allocations  were  anticipated;  the  actual 
number  was  around  50  because  of  the  highly 
enthusiastic  Russian  response.   This 
obviously  added  substantially  to  the  work 
involved  in  the  development  of 
specifications,  tendering,  evaluation,  and 
making  awards. 

-  Extensive  work  on  specification  development 
was  required  as  most  Russian  importers  were 
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not  familiar  with  the  U.S.  market,  and  we 
wanted  to  avoid  "targeted"  tenders  directed 
to  a  particular  source. 

-  Almost  all  allocations  were  advertised 
widely  in  the  U.S.  between  Winter  1994  and 
Fall  1995  as  specifications  were  finalized, 
in  order  to  give  U.S.  companies  from  around 
the  country  the  most  open  chance  to  bid. 

-  Evaluation  of  bids  and  ordering  from  the 
qualified  lowest  bidders  has  been  ongoing 
since  Winter  1994;  having  given  successful 
bidders  a  reasonable  time  to  deliver, 
equipment  has  begun  to  arrive  in  Russia. 

In  summary,  implementation  of  the  CIP  in  a  fair, 
responsible  and  accountable  manner  in  a  country  like 
Russia,  has  required  the  above  steps  and  is  being 
accomplished  at  as  fast  a  pace  as  is  possible. 
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A  COMMODITY  IMPORT  PROGRAM  IN  UKRAINE 

Chairman  Gilman:    Why  has  a  CIP  program  not  been  contemplated 
for  Ukraine? 

Mr.  Dine:  An  Energy  and  Environment  CIP  was  contemplated  and 

selected  for  Russia  and  not  for  Ukraine  for  a  number  of 

reasons. 

First,  the  size  of  the  Russian  energy  sector  is  by  far 
the  largest  in  the  NTS.   It  is,  in  fact,  the  second 
largest  in  the  world.   The  environmental  problems 
related  to  energy  and  to  other  sectors  are  also  by  far 
the  greatest  in  Russia  among  the  NIS  countries  because 
of  the  relative  size  of  the  country  and  the  amount  of 
energy  it  produces.   The  equipment  under  the  CIP  was 
primarily  targeted  at  energy  waste  in  the  energy  sector 
and  the  environmental  pollution  associated  with  energy 
supply  and  use.   Hence  Russia  offered  the  best 
potential  for  impact. 

Second,  the  economic  conditions  and  consequently  the 
ability  to  replicate  the  new  technology  demonstrations 
financed  by  the  CIP  (through  imports  or  indigenous 
manufacturing)  were  much  poorer  in  Ukraine  than  in 
Russia.   As  severe  as  the  economic  downturn  has  been  in 
Russia  since  the  collapse  of  the  Soviet  Union,  the 
decline  in  Ukraine  has  been  even  worse.   At  the  time  of 
the  design  of  the  CIP  in  1993,  Ukraine  had  not  even 
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begun  to  take  some  of  the  basic,  essential  steps 
towards  reform.   Thus,  in  such  circumstances,  there 
would  have  been  very  limited  benefits  from  initiating  a 
CIP  in  Ukraine. 

A  third  factor  concerns  the  fact  that  the  assistance 
program  for  Ukraine  was  framed  together  with  the  World 
Bank  to  specifically  focus  on  institutional 
restructuring  of  the  power  industry. 

Finally,  the  overall  level  of  assistance  to  Ukraine, 
given  the  other  competing  needs  for  those  funds  in  an 
economy  in  virtual  collapse,  did  not  allow  for 
launching  of  a  similar  program. 

A  private  sector  and  banking  CIP  was,  however, 
contemplated  for  Ukraine  in  the  summer  of  1993.   It  was 
rejected  for  some  of  the  same  reasons  listed  above, 
mainly  pertaining  to  the  state  of  Ukrainian  economy  and 
virtually  a  complete  absence  of  progress  towards  needed 
reforms  at  the  time.   It  was  also  determined  that  the 
Ukrainian  banking  system  was  not  ready  to  support  a 
banking  and  private  sector  CIP. 
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THE  COMMODITY  IMPORT  PROGRAM  AND  RUSSIAN  COMPANIES 

Chairman  Gilman:    What  advantage  accrues  to  the  U.S.  assistance 
program  through  this  program,  when  recipient 
companies,  such  as  Russia's  Gazprom,  can  well 
afford  to  purchase  their  own  equipment? 

Mr.  Dine:  The  predominant  amount  of  assistance  under  the  CIP  has 

been  to  public  sector  and  non-commercial  enterprises. 

Only  3  of  the  total  of  44  intended  recipients  of 

equipment  are  commercial,  for-profit  enterprises,  such 

as  Gazprom.   The  remaining  41  are  public  sector 

entities,  such  as  environmental  agencies, 

municipalities,  state  research  and  inspection 

institutes,  and  other  non-commercial  enterprises. 

The  rationale  for  the  very  few  allocations  to  for- 
profit  commercial  entities  (including  one  allocation  to 
Gazprom,  an  explanation  of  which  is  contained  below)  is 
the  following:   A  primary  objective  of  the  Energy  and 
Environmental  Commodity  Import  Program  (CIP)  was  to 
introduce  U.S.  manufactured  equipment  and  technology 
into  Russia,  primarily  to  reduce  both  the  waste  of 
energy  and  environmental  pollution.   (Such  waste  of 
energy  was  rampant  in  the  Russian  economy,  including 
the  gas  sector,  under  the  Soviet  system.   This  was 
largely  due  to  a  lack  of  appropriate  market  incentives 
and  excessive  emphasis  on  production  levels  by  the 
various  energy  enterprises.)   Since  much  of  the  energy 
in  Russia  is  produced  by  commercial  enterprises  (some 


375 


of  them  quite  large,  but  relatively  ignorant  of  the  new 
energy  saving  and  environmentally-friendly  technology 
available  in  the  West) ,  it  was  decided  that  a  part  of 
the  CIP  allocations  would  be  made  to  such  enterprises, 
on  a  matching  cost-shared  basis  and  after  screening  by 
a  joint  U.S.  Russion  Steering  Committee. 

Put  another  way,  the  CIP  was  meant  to  demonstrate  the 
benefits  of  the  use  of  U.S. -made  energy  saving 
equipment  which  was  not  in  general  use  in  the  Russian 
energy  sector.   This  necessarily  would  include 
allocations  to  some  large  commercial  enterprises  for 
some  types  of  equipment  with  which  these  enterprises 
were  unfamiliar  or  unlikely  to  try  on  their  own.   It 
was  also  expected  that  this  would  open  up  marketing 
opportunities  for  U.S.  businesses  in  Russia,  in 
addition  to  reducing  energy  waste  and  environmental 
pollution.   This  has  at  least  in  part  been  borne  out  by 
the  strong  interest  of  U.S.  industry,  evidenced  by  the 
heavy  response  to  the  tenders  for  purchase  of  the  CIP 
commodities. 

There  was  an  additional  rationale  for  allocations  to 
large  commercial  enterprises  —  their  inherent  ability 
to  purchase  larger  quantities  of  equipment  commercially 
once  its  merits  are  demonstrated  by  the  CIP  import. 
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Concerning  the  one  allocation  to  Gazprom  under  the  CIP, 
it  is  an  allocation  for  $3.2  million  (out  of  the  total 
of  existing  allocations  for  the  entire  program  of  over 
$61  million) ,  for  which  Gazprom  is  required  to  pay  70% 
of  the  free  on  board  value  at  port  of  departure.   The 
purpose  of  this  allocation  is  to  demonstrate  modular, 
compact,  and  easily  transportable  generator  sets  which 
use  otherwise  flared  gas.   Such  equipment  is  not  in 
general  use  in  Russia  today  because  such  compact  units 
are  not  manufactured  in  Russia.   (A  large  amount  of  gas 
and  gas  liquids  are  flared  in  Russia.) 

There  was  another  much  larger  allocation  to  Gazprom 
designed  to  introduce  automatic  computer-based 
compressor  controls.   This  allocation  was  cancelled 
because  of  problems  in  completing  the  procurement 
within  the  duration  of  the  program  and  because  it  was 
felt  that  Gazprom  could  probably  afford  to  purchase 
this  equipment  on  its  own.   There  were  also  questions 
regarding  "newness"  of  the  technology  in  Russia  and  the 
need  to  cut  the  USAID  Russia  budget  due  to  a 
rescission. 
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OTHER  DONORS'  COMMODITY  IMPORT  PROGRAMS 

Chairman  Gilman:     Do  other  donor  countries  active  in  the  NIS 
operate  similar  programs? 

Mr.  Dine:  We  are  not  aware  of  any  other  donor  country  operating  a 

similar  CIP  program,  although  we  are  aware  of  highly 

active  equipment  sales  promotion  efforts  of  numerous 

other  donor  countries  that  are  U.S.  trade  competitors, 

which  appear  to  be  affiliated  with,  and  facilitated  by, 

some  of  their  assistance  programs. 
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MICRO-ENTERPRISE  LOANS 

Chairman  Gilman:    What  is  USAID  doing  at  this  time  in  the  area 
of  micro-enterprise  loans  in  the  Newly 
Independent  States?   Is  there  a  role  to  be 
played  by  such  small-scale  loans? 

Mr.  Dine:  In  Russia.  USAIO  supports  micro-enterprise  lending 

programs  in  four  cities  (Rostov-on-Don,  Nizhny 

Novogorod,  St.  Petersburg,  and  Volkov) .   Three  of  these 

programs  are  less  than  one  year  old,  while  the  fourth 

has  been  operating  since  1993.   These  programs  are 

being  implemented  by  Opportunity  International.   In 

Kyroyzstan.  USAID  is  supporting  micro-enterprise 

lending  through  the  development  of  a  network  of  village 

banks.   This  three-year  program  is  being  implemented  by 

the  Foundation  for  International  Community  Assistance 

(FINCA)  International.   In  Ukraine.  USAID  has  recently 

undertaken  a  program  of  credit  union  development,  which 

will  provide  financial  services  (loans  and  savings 

opportunities)  to  small  and  micro-enterprises.   This 

three-year  program  began  in  October,  1995  and  is  being 

implemented  by  the  World  Council  of  Credit  Unions 

(WAC) . 

Micro-enterprise  lending  is  a  critical  element  of  any 

economic  growth  strategy.   These  loans  support  income 

generation  activities  among  the  poor  and  disadvantaged, 

many  of  whom  are  women.   Micro-enterprise  loan  programs 

provide  critical  financial  services,  at  low  cost,  to 

those  generally  ignored  by  the  commercial  banking 
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sector.   Further,  micro-lending  promotes  employment  and 
poverty  alleviation,  in  addition  to  self-reliance.   The 
presence  of  micro-enterprises  reinforces  not  only 
economic  welfare,  but  also  social  and  political 
welfare.   These  enterprises  provide  an  important 
constituency  for  continuing  economic  and  political 
reforms.   They  also  support  the  process  of  promoting 
diversification  and  competitive  markets,  adding  to  a 
key  goal  for  USAID  in  the  Newly  Independent  States 
(NIS) ,  democratization.   Competitive  markets  are  the 
place  where  free-market  economics  and  democracy 
intersect. 


380 


ROLE  OF  SMALL  LOANS 

Chairman  Gilman:    How  would  such  small  scale  loans  fit  into  the 
bigger  picture,  in  which  American  enterprise 
funds  in  the  Newly  Independent  States  appear 
to  be  doing  more  and  more  small  loan 
programs? 

Mr.  Dine:      On-going  micro-enterprise  finance  programs  in  the 
Newly  Independent  States  (NIS)  demonstrate  that 
loans  can  be  provided  to  the  poor  and 
disadvantaged  at  low  cost,  in  hard-to-reach  areas, 
with  high  rates  of  repayment.   The  demand  for 
financial  services  (credit  and  savings)  by  micro- 
enterprises  throughout  the  NIS  is  vast  and  far 
exceeds  the  availability  donor  resources. 
Additional  support  to  micro-enterprises  through 
the  American  enterprise  funds  would  complement 
existing  Non-Governmental  Organization  (NGO) - 
supported  micro-lending  programs  and  would 
contribute  to  much  needed,  additional  outreach. 
Experience  with  the  American  enterprise  funds  in 
Central  and  Eastern  Europe  has  demonstrated  that 
these  funds  can  effectively,  and  at  low  cost, 
undertake  micro- lending  programs  through 
collaborative  arrangements  with  NGOs.   Similar 
programs  should  be  equally  effective  in  the  NIS. 
Working  through  an  NGO,  Opportunity  International, 
in  Bulgaria,  the  Bulgarian  American  Enterprise 
Fund  (BAEF)  has  committed  $3.0  million  in  loan 
funds  to  micro-enterprises.   To  date,  624  loans. 
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totalling  $2,625,000,  have  been  made  with  a 
repayment  rate  of  98%.   In  the  past  year,  69%  of 
these  loans  were  made  to  women.   Nearly  1800  jobs 
have  been  created  and  another  1500  sustained.   The 
Polish  American  Enterprise  fund  is  also  working 
with  Opportunity  International  to  provide  support 
for  a  planned  $20.0  million  micro-enterprise 
lending  program. 

Micro-lending  programs  provide  an  excellent 
opportunity  for  the  American  enterprise  funds  to 
diversify  their  portfolios.   Such  programs  would 
make  available  financial  resources  to  a  broad 
spectrum  of  productive  businesses,  traditionally 
excluded  from  the  commercial  banking  sector,  while 
generating  employment  and  income  for  the  poor  and 
disadvantaged . 


22-940  0-96-13 
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MICRO-ENTERPRISE  LOAN  BENEFICIARIES 

Chairman  Gilman:    What  countries  in  the  former  Soviet  Union 

might  best  benefit  from  such  micro-enterprise 
loans? 

Mr.  Dine:  Micro-enterprise  lending  targets  the  poor  and 

disadvantaged,  making  available  to  them  income 

generation  opportunities.   These  populations  within  the 

Newly  Independent  States  (NIS)  are  growing. 

Micro-enterprises,  like  all  businesses,  function  best 

in  a  supportive  policy  and  institutional  environment. 

However,  by  their  very  nature,  micro-enterprises  must 

be  highly  adaptive.   They  can  survive,  even  flourish, 

under  adverse  social,  political  and  economic 

circumstances . 

In  the  NIS,  donors  and  host-country  governments  are 

slowly  working  toward  the  creation  of  an  enabling 

environment  supportive  of  private  sector  growth.   Given 

this  trend  toward  a  more  open  business  environment, 

additional  micro-lending  programs  could  be  effective  in 

the  Ukraine,  Moldova,  Armenia,  Russia,  Kazakhstan,  and 

Kyrgyzstan. 
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Internews 

Chairman  Gilman:     AID  contractor  Internews  has  brought  12  0 

television  stations  into  a  loose  network,  and 
has  supported  many,  if  not  all  of  them,  with 
equipment  purchases  and  training. 

Mr.  Dine:  The  Internews  Independent  Television  Project  provides 

training,  programming  and  occasional  equipment  grants 

"to  independent  television  stations  throughout  Russia. 

The  project  was  a  catalyst  for  and  continues  to  assist 

a  financially  self-sustainable  network  of  independent 

television  stations  throughout  Russia.   These  stations 

previously  stood  alone  against  pressure  from  local 

governments,  businesses  and  political  parties.   Now, 

backed  by  a  powerful  network  of  associated  independent 

broadcasters,  these  stations  are  better  able  to 

withstand  censorship  in  their  communities.   Independent 

television  stations  in  Russia  have  thus  achieved  a 

higher  level  of  decision-making  freedom  and  autonomy 

over  their  local  news  broadcasts. 
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Independent  Television  Program 

Chairman  Gilman:    How  successful  has  Internews  been  in 

providing  successful  training  in  the  business 
aspects  of  television  broadcasting,  so  that 
these  stations  will  remain  viable  businesses 
after  Internews  and  AID  have  left  the  scene? 

Mr.  Dine:  In  its  programs  under  the  Independent  Television  (ITV) 

program,  Internews  has  conducted  thirty-nine 

management-related  seminars  in  the  past  three  years, 

reaching  nearly  a  thousand  management  personnel  at 

independent  stations  throughout  the  NIS.   These 

seminars  emphasize  subjects  such  as  advertising  sales, 

financial  planning  and  staff  organization. 

The  seminars,  led  by  teams  of  Russian  and  American 

trainers,  create  case  studies  in  marketing,  personnel 

management  and  long-term  planning  and  offer 

participants  the  opportunity  to  create  real-life  models 

for  gro%fth  and  development.   Internews  has  augmented 

this  training  by  offering  on-site  consulting  to  22 

television  stations  to  help  draw  up  business  strategies 

that  make  sense  in  local  markets.   The  stations  that 

have  received  the  most  such  Internews  assistance  are 

the  ones  that  have  shown  the  most  dramatic  increases  in 

revenue  growth. 


385 


UKRAINE  MASS  PRIVATIZATION 

Mr.  Hamilton:       The  United  States,  as  I  understand  it,  has 
provided  some  $67  million  to  set  up  the 
structure  and  hardware  for  privatization  to 
proceed  in  Ukraine  —  printing  vouchers, 
setting  up  privatization  centers,  scheduling 
auctions.   But  according  to  AID  Mission 
Director  Huger  "The  program  is  now  at  risk  of 
collapse. " 

— Does  Ukraine  lack  the  political  will  to 
carry  out  large  scale  privatization? 

— Are  Ukrainian  officials  unwilling  to  allow 
thfe  market  to  set  the  prices  for  enterprises 
on  the  selling  block? 

— Or  is  the  problem  one  of  program 
management? 

Mr.  Dine:  Your  quote  is  derived  from  a  November  2,  1995 

New  York  Times  Article  on  Ukraine's  mass 
privatization  program.   AID  Mission  Director 
Gregory  Huger  replied  to  the  article  through 
a  letter  stating:   "Last  year,  the  U.S. 
government,  the  World  Bank  and  the  European 
Union  joined  the  Government  of  Ukraine  in  an 
ambitious  effort  to  privatize  and  restructure 
that  country's  businesses  and  industries.  The 
task  of  dismantling  70  years  of  failed 
command  economics  is  not  easy, ...   We 
believe,  however,  that  the  struggle  and  risks 
required  are  worthy." 
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He  are  hopeful  that  the  Ukrainians  will 
overcome  the  political  obstacles  they 
currently  face.   They  will  then  be  able  to 
take  full  advantage  of  the  privatization 
infrastructure  that  is  now  in  place.   The 
Ukrainian  leadership  has  been  advised  that  if 
the  political  will  for  reform  flags,  high 
level  donor  assistance  will  be  re-examined. 

Currently,  Ukraine's  mass  privatization 
program  establishes  a  nominal  or  book  value 
of  an  enterprise  as  of  1992.   If  sufficient 
shareholder  bids  are  not  received,  totalling 
the  nominal  value  of  a  medium  or  large  scale 
entity  for  auction,  then  the  enterprise  is 
reauctioned.   This  has  proven  to  be  time 
consuming  and  slows  down  the  number  of 
enterprises  that  can  be  privatized.   The 
donors  advocate  a  "single  auction  rule, 
whereby  regardless  of  the  value  of  bids 
received  all  enterprises  auctioned  clear  the 
market  in  a  single  auction  process. 

On  September  22,  1995  USAID,  the  World  Bank, 
and  the  European  Union/TACIS  sent  a  letter  to 
Prime  Minister  Marchuk  of  Ukraine  identifying 
specific  changes  required  to  improve  program 


387 


management  and  to  make  small  scale  and  mass 
privatization  succeed  in  Ukraine.   The 
donors'  letter  outlined  immediate  next  steps 
for  the  GOU  to  address  the  most  critical 
impediments  to  the  privatization  process.   As 
a  result,  the  GOU,  the  donor  community  and 
USAID  have  formulated  7  working  task  groups 
to  respond  to  the  concerns  put  forth  on  mass 
privatization.   Though  there  has  been  some 
progress  to  date  on  the  issues  raised  in  the 
letter  to  Prime  Minister  Marchuk,  neither 
USAID  nor  the  other  donors  are  fully 
satisfied  that  the  GOU  has  yet  taken  a  strong 
enough  position  to  respond  to  the  concerns 
raised. 

In  early  December,  a  high  level  delegation, 
including  Messrs.  Morningstar,  Dine  and 
Pascual  have  been  visiting  Ukraine  to  review 
the  program  activities  of  the  USAID  Mission 
here.   A  key  focus  of  their  visit  had  to  do 
with  the  progress  which  the  GOU  has  made 
since  September  on  addressing  the  challenges 
facing  the  mass  privatization  program.   The 
message  has  been  clearly  carried  to 
counterparts  with  decision-making  power, 
throughout  the  Government  of  Ukraine,  that 
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there  needs  to  be  substantial  improvement  in 
the  implementing  environment  for  mass 
privatization,  or  the  United  States  will  no 
longer  be  able  to  continue  to  fund  the 
program  at  anywhere  like  current  levels. 

Because  of  the  difficulties  getting  the  mass 
privatization  off  the  ground,  spending  under 
the  current  six  month,  $10  million  task  order 
with  Price  Waterhouse  (the  contractor  in 
charge  of  the  program)  has  been  kept  down  to 
around  60  percent  of  the  original  budget. 
This  current  task  order  will  be  completed  on 
January  31.   The  Mission  is  now  planning  a 
no-cost  extension  of  this  task  order  for  four 
or  five  months,  at  a  lower  level  of  activity. 
Actual  activity  will  be  commensurate  with  the 
progress  made  by  the  GOU. 

In  decreasing  funding,  we  want  to  send  a 
strong  signal  to  the  GOU  that  we  cannot 
continue  to  support  the  mass  privatization 
program  without  substantial  change.   There 
is,  however,  progress  being  made  by  the  GOU 
in  addressing  the  concerns  raised  and  there 
is  substantial  goodwill  and  interest  in '^ 
cooperation.  Thus,  continued  funding  is 
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needed  to  provide  our  friends  in  the  GOU  with 
the  means  and  expertise  needed  to  help 
implement  changes  needed. 

We  expect  and  hope  that  over  the  next  six 
months  there  will  be  gradual  improvement  both 
in  the  numbers  of  firms  privatized  through 
the  certificate  auction  process,  and  in  the 
overall  enabling  environment  for 
privatization's  most  pressing  needs. 
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Bntarprise  Funds  Expenditures 

Mr.  Hamilton:   A  central  element  of  U.S.  assistance  programs  in 
the  New  Independent  States  are  the  Enterprise 
Funds.   Yet  I  just  don't  see  much  record  of 
expenditure,  as  of  June  30,  1995: 

o  Two  Enterprise  Funds  in  Russia,  now  merged 
into  one,  have  expended  $25  million  out  of 
$110  million  obligated; 

o    The  Western  NIS  Enterprise  Fund  has  expended 
under  $3  million  out  of  $45  million 
obligated; 

o    The  Central  Asian  Enterprise  Fund  has 
expended  $5  million  out  of  $30  million 
obligated. 

o    Are  most  of  the  problems  in  the  countries 
where  the  Funds  work  —  essentially,  too 
little  familiarity  with  western  business 
practices? 

o    Are  you  making  available,  as  you  did  in  the 
SEED  program,  funding  for  technical 
assistance  to  help  speed  the  completion  of 
sound  investment  transactions? 


Mr.  Dine:      1.   The  U.S.  Russia  Investment  Fund.   The  U.S. 
Russia  Investment  Fund  (TUSRIF)  was  created  to 
replace  the  former  Russian  American  Enterprise 
Fund  (RAEF)  and  the  Fund  for  Large  Enterprises  in 
Russia  (FLER) .   The  consolidation  of  the  previous 
entities  into  TUSRIF  was  undertaken,  in  1995,  in 
order  to  effect  savings  and  to  eliminate  overlaps 
in  the  missions  of  the  RAEF,  created  in  September 
1993,  and  the  FLER  created  in  April  1994. 

As  of  August  31,  1995  TUSRIF  had  nine  (9) 
investments  outstanding,  totalling  $40.3  million. 
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The  management  of  the  Fund  advises  that  an 
additional  $41.2  million  covering  both  legally 
binding  and  preliminary  commitments  have  been 
made.   The  Fund  is  in  the  discussion  stage  on  two 
large  projects:  a  heavy  truck  manufacturing 
operation  and  a  soft  drink  bottling  plant,  both 
are  in  the  $15  million  investment  range. 

2.  The  Western  NTS  Enterprise  Fund.   As  of 
November  30,  1995,  The  Western  NIS  Enterprise  Fund 
(WESNIS)  had  one  (1)  investment  commitment 
totalling  $1.8  million,  of  which  $100,000  had  been 
disbursed.   A  total  of  nine  (9)  other  investments 
are  in  various  stages  of  due  diligence, 
representing  approximately  $12  million. 

3.  The  Central  Asian  American  Enterprise  Fund. 
The  Central  Asian  American  Enterprise  Fund  (CAAEF) 
hired  its  President  and  Chief  Executive  Officer  on 
October  1,  1994  and  completed  its  staffing  by 
April  1,  1995.   As  of  November  30,  1995,  the  CAAEF 
had  disbursed  $9.3  million  in  direct  investments; 
and  had  commitments  of  an  additional  $15.1 
million,  of  which  $4  million  may  close  by  December 
31,  1995.   The  CAAEF  is  also  establishing  a  small 
business  lending  program  using  local  privatized 
banks  in  Kazakhstan,  Uzbekistan  and  the  Kyrgyz 
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Republic. 

4.  Impediments  to  Investing  in  the  NIS.   The 
instability  of  the  macroeconomic  environment  poses 
major  problems  for  the  enterprise  funds  operating 
in  the  NIS.   The  weakness  of  existing  legal 
institutions,  property -rights  legislation  and 
contract  enforceability  are  major  impediments  to 
investing  in  the  NIS.   Limited  and  uncertain 
progress  in  privatization  due  to  the  lack  of 
political  will  and/or  bureaucratic  procedures 
hamper  effective  investment  planning.   Financial 
instability  of  capital  markets  and  inflation  add 
risk  to  investment  programs  and  render  equity 
investing  particularly  vulnerable. 

5.  Technical  Assistance  Funding  in  the  NIS.   The 
Polish  and  Hungarian  Funds  were  established  in 
1990,  with  initial  funding  levels  of  $240  million 
and  $60  million,  respectively.   An  additional  $10 
million  was  allocated  to  each  of  those  Funds  for 
technical  assistance.   Subsequent  SEED  Act  Funds 
and  NIS  Funds  were  not  provided  with  technical 
assistance  funding,  specifically  set  aside  for 
that  purpose.   The  enterprise  funds,  however,  may 
use  their  grant  funding  to  provide  investment 
related  technical  assistance  support.  The  CAAEF 
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has,  for  example,  entered  into  a  relationship  with 
the  International  Executive  Service  Corps  (lESC) 
to  assist  a  portfolio  company  to  modernize  its 
manufacturing  plant.   lESC  is  also  conducting 
training  seminars  in  accounting  for  portfolio 
companies  of  the  CAAEF. 
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IM-COOMTRY  ASSISTANCE  COOROIHATXOH 

Mr.  Hamilton:   What  coordination  takes  place  on  the  ground  in 

cities  in  the  New  Independent  States  between  the 
U.S.  Government  and  various  contractors  and 
assistance  grantees? 

For  example  is  there  a  regular  exchange  of 
information  between  AID,  the  Peace  Corps,  the 
Eurasian  Foundation,  Enterprise  Funds,  the 
Farmer-to-Farmer  program,  the  International 
Executive  Service  Corps,  and  other  assistance 
grantees? 

Mr.  Dine:  He  would  characterize  on-the-ground  coordination  among 

USG  (United  States  Government)  assistance  providers, 

and  entities  and  agencies  which  deliver  that 

assistance,  as  regular  and  close.   First,  among  USG 

agencies  in  the  field  the  weekly  U.S.  Embassy  "Country 

Team"  meetings  serve  to  keep  these  players  aware  of 

ongoing  and  upcoming  activities.   Second,  USAID 

missions  conduct  regular  (often  monthly)  meetings  with 

grantees  and  contractors  in  order  to  exchange 

information  on  programs.   Third,  in  some  countries 

sector- focused  working  groups  meet  to  coordinate 

activities.   Fourth,  there  is  an  attempt  to  bring 

synergy  to  programs  by  encouraging  meetings  among 

assistance  providers  working  on  similar  activities.   In 

many  of  these  types  of  coordination,  the  participation 

of  the  other  major  player  —  the  assistance  beneficiary 

—  is  important. 

We  believe  it  may  be  useful  to  provide  some  country- 
specific  examples: 


395 


Russia. 

The  U.S.  Embassy  in  Moscow  has  a  full-time  Ambassador's 
Assistance  Unit  (AAU)  staffed  by  6  Americans  from 
State,  AID,  USIS,  and  DOD.   Its  sole  concern  is  with 
USG  coordination  and  coordination  with  other  donors. 
The  AAU  in  turn  oversees  an  Assistance  Coordination 
Group  (ACG)  which  meets  regularly  to  share  information 
on  contractor  and  grantee  activities.   In  addition, 
Weekly  Country  Team  meetings  serve  as  a  venue  for 
information  exchange  and  action  at  higher  levels  as 
necessary  on  assistance  matters.   All  agencies 
providing  assistance  and  present  at  post  (AID,  Peace 
Corps,  USIS,  and  Departments  of  Agriculture,  Defense, 
Energy,  Justice,  and  Commerce)  attend  these  meetings 
chaired  by  the  Ambassador  and  contribute  to  the 
itineraries  for  traveling  Country  Team  members. 

On  occasion,  the  USAID  Executive  Officer  calls  USAID- 
wide  contractor  and  grantee  management  meetings  to 
discuss  management  and  support  issues. 

Outside  Moscow,  the  Consuls  General  host  monthly 
meetings  among  contractor/grantees  in  their  regions  to 
facilitate  information  exchange.   USAID  officers 
traveling  to  St.  Petersburg  brief  the  monthly  ConGen 
lunch  for  contractors  and  NGOs  on  activities  in  his/her 
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sector . 


Conferences  and  workshops,  such  as  the  one  held 
recently  in  Sochi  for  the  New  Business  Program,  bring 
all  actors,  including  Russian  partners,  nationwide  in  a 
sector  together.  Probably  most  important  are  the 
sectoral  meetings  that  are  held  periodically  among 
contractors /grantees,  Russian  partners,  and  interested 
donors  in  Moscow  in  most  of  the  sectors  USAID  works  in. 
In  addition,  USAID  funds  specific  activities  which  are 
tasked  with  coordinating  actions:   the  Civic 
Initiatives  Program  (headed  by  Save  the  Children)  and 
the  new  Citizens  Democracy  Corps  project  in  the 
new/small  business  sector  are  two  examples. 

Russian  partner  organizations  convene  coordinating 
meetings  of  contractors,  grantees,  and  other  Russian 
organizations  involved  in  particular  actions.   Some 
examples:   the  Russian  Privatization  Center  (RPC)  calls 
a  regular  monthly  meeting  of  contractors  in  the  land 
market  area  and  Russian  counterparts  to  discuss 
progress  and  issues.   RPC  calls  a  regular  donor 
coordination  meeting  in  urban  real  estate  development, 
and  RPC  calls  a  regular  meeting  for  contractors  and 
donors  in  agriculture  sector  reform. 
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UkralBtt. 

With  a  program  that  has  expanded  very  rapidly  in  the 
last  year  and  more,  the  USAID  Mission  in  Kiev  (covering 
Ukraine,  Moldova,  and  Belarus)  has  decided  to  seriously 
consider  an  unsolicited  proposal  from  an  NGO  consortium 
to  actively  coordinate  assistance  activities.   If  this 
occurs,  it  will  complement  existing  coordination 
activities. 

Central  Asia. 

Monthly  roundtables  are  convened  for  all  USG-funded 
contractors  and  grantees,  as  well  as  certain  other 
members  of  the  donor  community,  such  as  Soros 
Foundation,  UNDP  and  Peace  Corps.   These  monthly 
roundtables  were  initiated  in  1993  to  increase 
communication  and  coordination  among  contractors  and 
grantees  and  with  the  Embassy.   60-75  people  attend 
each  month,  and  the  agenda  usually  includes  an  Embassy 
briefing  on  the  political,  economic,  and  security 
situation  in  KazeUcstan,  an  update  from  the  Mission 
Director  on  USAID  developments,  and  a  discussion  of 
particular  items  of  interest  to  the  community  as  a 
whole.   Recent  examples  include  a  presentation  from  the 
Monetary  Reform  Team  on  the  fluctuation  in  the  value  of 
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the  tenge  and  a  panel  discussion  on  local  governance. 
Similar  monthly  meetings  also  take  place  in  Bishkek, 
Tashkent  and  Dushanbe. 

Sector-specific  meetings  including  health, 
environment /energy,  capital  markets  and  democracy. 
These  roundtable  meetings  involve  a  specific  group  of 
contractors  and  grantees  working  in  a  single  strategic 
area  and  the  smaller  group  allows  for  more  specific 
discussion  of  programmatic  coordination  and  strategic 
planning.   They  happen  weekly,  bi-weekly,  or  monthly, 
depending  on  the  size  of  the  group  and  the  type  of 
activity. 

Briefings  with  Regional  Country  Representatives  have 
become  a  regular  part  of  our  regional  program,  now  that 
all  the  permanent  USAID  representatives  have  arrived  at 
post.   In  addition  to  regular  meetings  with  the 
resident  contractor  and  grantee  representatives  in 
their  countries,  as  noted  above,  all  visiting 
contractors  and  grantees  also  provide  entry  or  exit 
briefings  to  the  Country  Rep.   This  not  only  keeps  the 
Country  Rep  informed  of  all  ongoing  activities,  but 
also  facilitates  information  sharing  and  coordination 
with  the  Embassies  in  these  countries. 

Most  importantly,  the  Mission  encourages  contractors 
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and  grantees  to  cooperate  directly  with  each  other. 
The  Mission  is  committed  to  maximizing  the  impact  of 
our  development  efforts  by  combining  the  effects  of 
programs,  often  with  exponential  effects. 

CauoaauB . 

USAID/Caucasus  and  branch  office  staffs  are  in  regular 
contact,  sometimes  daily,  with  contractors  and  grantees 
(lESC,  Farmer-to-Farmer,  Enterprise  Fund  rep,  PVOs  and 
NGOs) .  The  embassies  in  Georgia  and  Armenia  have 
democracy/governance  working  groups  that  meet 
occasionally  with  grantees,  and  the  embassy  in  Armenia 
also  has  an  Agricultural  Advisory  Group. 
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Responses  To  Questions  Submitted 

To  Harold  Smith. 

Department  of  Defense 

ANSWERS  TO  QUESTIONS  SUBMITTED  BY  THE 

HOUSE  INTERNATIONAL  RELATIONS  COMMTITEE 

FOLLOWING  ATSD(AE)  TESTIMONY,  NOVEMBER  14, 1995 


QUESTIONS  SUBMITTED  BY  HON.  BENJAMIN  OILMAN 

Russian  Destruction  of  Its  Arsenal  of  Chemical  Weapons 

Question  84:  Mr.  Smith,  how  realistic  is  this  Russian  outline  for  destruction  of  its 
chemical  weapons  arsenal? 

Answer:  We  have  been  informed  that  Russia  has  developed  a  plan  outlining  its  costs  and 
schedule  for  implementing  the  Chemical  Weapons  Convention  (CWC).  This  plan,  reportedly 
prepared  largely  by  Russia's  President's  Committee  (PC)  on  Chemical  and  Biological  Weapons 
and  the  Ministry  of  Defense  (MOD),  in  close  concert  with  relevant  institutions  in  the  regions 
where  Russia's  CW  stocks  are  stored,  has  been  submitted  to  the  Duma  for  approval.  To  date, 
the  U.S.  has  not  been  provided  a  copy  of  this  plan.  However,  we  have  heard  unofficially  that  the 
Russian  Chemical  Weapons  Destruction  program  is  divided  into  three  phases:  Phase  I  is  the 
destruction  of  the  blister  agents  stocks  stored  at  Gomy  and  Kambarka;  Phase  II  is  the 
destruction  of  the  nerve  agent-filled  artillery  munitions  stored  at  Shchuch'ye  and  Kizner;  and 
Phase  III  is  the  destruction  of  the  nerve  agent-filled  air  delivered  munitions  stored  at  Pochep, 
Leonidovka  and  Maradykovsky.  According  to  the  chairman  of  the  PC,  the  Russian  plan 
estimates  the  cost  for  eliminating  the  entire  Russian  CW  stockpile  at  16.6  trillion  rubles 
(approximately  $2.5  billion  U.S.  dollars).  The  chairman  cautioned  that  this  cost  was  a  "floating 
figure"  subject  to  change  in  the  future.  Prior  to  a  detailed  U.S.  review  of  the  plan,  we  are  unable 
•to  gauge  its  realism. 

Question  85:  What  value  of  "Nunn-Lugar"  assistance  —  in  equipment,  construction,  and 
so  on  ~  would  you  think  that  the  US  might  offer  towards  this  project? 

Answer:  Subject  to  Congressional  appropriation  of  the  necessary  funding,  it  is  our  intent  to 
assist  Russia  in  the  design  and  construction  of  a  pilot  Chemical  Weapons  Destruction  Facility  at 
Shchuch'ye.  Such  a  facility  could  cost  in  excess  of  $500M;  however,  the  real  value  of  "Nunn- 
Lugar"  assistance  will  be  measured  by  the  impact  ("jump-start")  that  this  pilot  destruction 
facility  has  on  Russia's  ability  to  meet  its  CWC  destruction  commitments. 

Question  86:  As  you  know,  the  GAO's  review  of  "Nunn-Lugar"  planning  has  found 
DOD's  expectations  of  the  time  and  resources  needed  to  assist  in  such  a  project  in  Russia 
to  be  optimistic  in  its  view.  What  do  you  think  of  GAO's  finding? 

Answer:  The  goal  of  the  CW  portion  of  the  CTR  program  is  to  "jump-start"  the  Russian 
Chemical  Weapons  Destruction  Program  by  assisting  the  Russian  Federation  witii  the  design  and 
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construction  of  a  pilot  CW  destruction  fecility.  DOD's  estimate  of  the  time  and  resources 
necessary  to  complete  this  facility  are  commensurate  with  such  an  effort.  As  with  any  of  the 
CTR  projects  that  involve  complicated  technologies,  sensitive  installations  and  multiple 
bureaucratic  impediments,  meeting  obligation  projections  is  a  difficult  process.  However,  we 
have  consistently  provided  our  best  estimate  for  planning  and  budgeting  purposes. 


Sealing  the  Nuclear  Test  Tunnel  Complex  at  Semipalatinsk  in  Kazakstan 

It  was  announced  in  October  that  the  US  and  Kazakstan  would  use  $171  million  in  "Nunn- 
Lugar"  assistance  to  seal  the  former  nuclear  weapons  test  tunnels  at  Semipalatinsk. 

Question  109:  Please  detail  the  expected  oses  of  this  total  of  $171  million.  From  what 
Fiscal  Year  appropriation  will  these  funds  be  drawn?  When  will  this  project  commence? 

Answer:  The  $171  milHon  represents  all  "Nunn-Lugar"  assistance  currently  designated  for 
Kazakstan.  The  program  to  assist  Kazakstan  in  sealing  the  former  nuclear  weapons  test  tuimels 
at  Semipalatinsk  actually  will  cost  $10  milUoiL  Six  million  of  this  $10  million  is  from  the  FY95 
Kazakstan  Nuclear  Infrastructure  Elimination  (NIE)  account,  and  we  are  currently  planning  to 
allocate  the  remaining  $4  miUion  from  FY96  NIE  frmds. 

This  project  already  is  underway.  In  October  1995,  a  contract  to  assess  each  tunnel  for 
its  closure  method  was  signed.  The  actual  closure  of  the  tunnels  will  begin  in  the  spring  of  1996 
with  completion  scheduled  for  the  end  of  1998. 


QUESTIONS  SUBMITTED  BY  HON.  LEE  HAMILTON 

Cooperative  Threat  Reduction 

Question  1:  As  I  look  at  the  figures  on  this  program,  I  see  the  following,  as  of  June  30, 
1995:   $1.25  billion  avaUable,  $673  million  obligated,  and  $238  million  disbursed. 

-  What  do  these  numbers  tell  you? 

Answer:  The  funding  status  for  the  CTR  program  is  as  follows:  from  FY  1992  to  FY  1995 
Congress  approved  $1.25  billion  for  this  program.  An  additional  $  1 8  million  was  withdrawn  or 
expired  before  it  could  be  obUgated,  leaving  the  program  with  $1 .23  billion  in  total  obligation 
authority.  To  date,  DoD  has  notified  Congress  of  its  intent  to  obligate  all  $1.23  billion  and  has 
signed  agreements  with  recipient  states  and  finalized  other  support  committing  DoD  to  provide 
up  to  $  1 .23  billion  in  CTR  assistance.  By  the  end  of  FY  1995,  DoD  had  obligated  $866  million 
and  disbursed  $324.2  miUioiL 
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These  niunbers  tell  us  that  the  speed  with  which  DoD  obligates  funds  for  CTR  assistance 
projects  has  risen  dramatically  over  the  past  24  months.  In  part,  the  initial  slow  rate  of 
obligations  reflect  the  difficult  negotiations  with  the  recipient  states  from  FY  1 992  through  FY 
1994.  The  United  States  has  had  to  overcome  suspicion  and  the  lingering  effects  of  the  Cold  War 
while  trying  to  establish  common  understanding  as  to  the  purposes  of  the  U.S.  assistance 
program.  Once  those  impediments  are  overcome,  the  speed  of  implementation  improves  as  DoD 
works  through  the  difficult  task  of  determining  mutually  acceptable  technical  requirements  for  the 
goods  and  services  to  be  provided.  In  fact,  obligation  rates  quadrupled  from  the  end  of  FY  1993 
through  the  end  of  FY  1994,  and  then  doubled  again  by  the  end  of  FY  1995. 

Over  the  past  four  years,  CTR-fimded  activities  have  significantly  contributed  to  the 
reduction  of  strategic  and  proliferation  threats  to  the  national  security  of  the  United  States. 
While  CTR  has  not  been  solely  responsible  for  the  accomplishments  listed  below,  it  has  played 
an  important  role  in  influencing  recipient  countries  to  make  difficult  decisions  about  the  nuclear 
weapons  and  other  strategic  capabilities  that  remained  on  their  territory.  The  years  of 
negotiations  and  establishing  mutual  trust  provided  a  forum  through  which  the  United  States' 
offers  of  assistance  under  the  CTR  program  were  instrumental  in  convincing  Belarus,  Kazakstan, 
Russia,  and  Ukraine  they  could  shoulder  the  economic,  political,  and  technical  burdens  of 
weapons  dismantlement  and  demilitarization.  Since  the  dissolution  of  the  Soviet  empire,  the 
CTR  Program  has  assisted  these  four  newly  independent  states,  on  whose  soil  portions  of  the 
Soviet  nuclear  arsenal  was  stationed,  with  the  reduction  or  elimination  of  weapons  of  mass 
destruction  (WMD);  proliferation  prevention  efforts;  and  the  dismanflement  and  transformation 
of  WMD-associated  infrastructure. 

Through  the  provision  of  equipment  and  technical  expertise,  the  CTR  Program  supports 
Belarus  and  Ukraine  in  becoming  non-nuclear-weapons  states  (in  accordance  with  START  I  and 
the  Nuclear  Non-Proliferation  Treaty  (NPT))  and  facilitated  Kazakstan  to  become  nuclear-free  in 
the  spring  of  1995.  Since  the  inception  of  the  CTR  program,  the  following  positive 
developments  have  occurred: 

•  Withdrawal,  to  date,  of  over  2,800  strategic  warheads  to  Russia  from  Kazakstan, 
Belarus,  and  Ukraine.  Most  of  these  warheads  are  expected  to  be  dismantled  in 
Russia. 

•  Ukrainian  decision  to  denuclearize  and  accede  to  the  NPT  as  a  non-nuclear  weapons 
state. 

•  Early  deactivation  of  all  SS-24  ICBMs  and  over  half  of  the  SS- 1 9  ICBMs  in  Ukraine. 

•  Purchase  and  transfer  of  600kg  of  weapon-usable  uraniimi  from  Kazakstan  to  the 
United  States. 

•  Commenced  removal  of  SS- 1 8  missiles  from  Kazakstan. 

•  Safe  and  secure  withdrawal  of  63  of  81  SS-25  mobile  ICBMs  and  launchers  from 
Belarus  to  Russia. 

•  START  and  INF  Treaty  communication  links  in  place. 
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CTR  is  assisting  Russia  in  meeting  and  accelerating  its  START  I  Treaty  obligations,  and 
CTR  assistance  is  planned  to  help  Russia  meet  its  START  11  obligations  in  weapons  reductions. 
US  assistance  in  this  area  helps  give  Russian  authorities  the  confidence  to  proceed  with  warhead 
consolidation  and  eventual  dismantlement.  Thus,  CTR  not  only  helps  to  alleviate  physical 
bottlenecks,  but  also  provides  an  incentive  toward  improvements  in  security. 

-  This  program  is  now  4  years  old.  Should  we  be  satisfied  with  a  program  that  has 
almost  4  times  as  much  in  the  pipeline  as  it  has  expended? 

Answer:  By  the  end  of  FY  1995  DoD  had  obligated  $866  million  or  just  over  70%  of  the  total 
program  authority  of  $1.23  billion,  and  had  disbursed  $324.2  million.  Disbursements  technically 
do  not  occur  until  DoD  is  billed  for  goods  and  services  that  are  provided  by  its  contractors.  Since 
such  goods  and  services  may  be  contracted  for,  delivered  to  the  dismantlement  sites  and  in  use 
long  before  DoD  is  billed,  disbursements  naturally  lag  the  obligations.  Therefore  in  measuring  the 
effectiveness  of  the  CTR  Program,  factors  beyond  mere  obligation  and  disbursement  rates  (which 
have  risen  dramatically)  should  be  taken  into  account  To  date,  CTR  assistance  has  influenced  or 
contributed  directly  to  a  number  of  developments  that  reflect  the  effectiveness  of  the  program. 
In  the  strategic  arms  elimination  area,  these  include  the  withdrawal  of  over  2,800  strategic 
warheads  to  Russia  from  other  NIS  republics;  the  complete  denuclearization  of  Kazakstan; 
Ukraine's  decision  to  denuclearize  and  accede  to  the  Nuclear  Non-Proliferation  Treaty  as  a  non- 
nuclear  weapons  state;  the  early  deactivation  of  all  SS-24  ICBMs  as  well  as  one-half  of  the  SS-19 
ICBMs  in  Ukraine;  initiation  of  the  removal  of  SS-18s  from  Kazakstan;  safe  and  secure 
withdrawal  to  Russia  of  63  of  the  81  SS-25  ICBMs  and  launchers  from  Belarus;  and,  in  Russia, 
removal  of  over  445  ICBM  silos,  about  40  heavy  bombers  and  1,500  missiles. 

Question  2:  The  defense  authorization  and  appropriation  bUIs  terminate  both  Russian 
officer  housing  and  defense  conversion  projects  from  this  Cooperative  Threat  Reduction 
funding. 

-  What  happens  to  the  Cooperative  Threat  Reduction  program  if  these  purposes 
are  now  prohibited? 

Answer:  Providing  housing  for  demobilizing  Russian  Strategic  Rocket  Forces(SRF)  officers  is  an 
integral  component  of  continued  Russian  disarmament.  Russian  law  requires  that  before  a  SRF 
officer  is  demobilized,  he  must  be  provided  quarters.  A  complete  stoppage  to  building  housing 
through  CTR  could  have  an  adverse  impact  on  the  rate  of  demobilization. 

The  objective  of  the  defense  conversion  program  is  to  draw  industry  away  from  the 
production  or  involvement  in  weapons  of  mass  destruction  (WMD),  by  offering  an  alternative 
commercial  industrial  application  as  a  substitute.  Currently,  there  are  16  defense  conversion 
projects  underway  throughout  the  Former  Soviet  Union  (FSU).  Curtailing  this  program  would 
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reduce  efforts  to  attract  FSU  defense  industries  and  laboratories  away  from  production  and 
research  of  WMD. 

-  If  these  activities  are  terminated,  do  the  Russians  and  Ukrainians  lose  interest  in 
working  with  the  United  States  on  weapons  dismantlement  projects? 

Answer:  Both  countries  obviously  will  be  disappointed  and  this  could  have  an  impact  on  actual 
weapons  dismantlement  activities  because  the  effort  is  a  partnership.  If  the  U.S.  backs  away 
from  its  commitment  to  assist  in  the  dismantlement  process,  it  could  have  an  adverse  impact  on 
the  entire  effort. 

Question  4:  Should  the  United  States  help  design  and  construct  a  chemical  weapons 
destruction  facility  in  Russia? 

Answer:  Yes.  Russia's  declared  stockpile  of  40,000  metric  tons  of  chemical  agent  is  the  largest 
in  the  world.  These  weapons  of  mass  destruction  could  pose  a  risk  to  U.S.  national  security 
interests.    The  political,  social  and  economic  upheaval  that  accompanied  the  disintegration  of  the 
Soviet  Union  has  heightened  the  prospects  that  Russia  may  not  be  able  to  provide  for  safe  and 
secure  storage  or  disposition  of  these  chemical  weapons.  Without  the  assistance  of  U.S.  technical 
and  fmancial  resources,  Russia  may  not  be  able  to  meet  its  chemical  weapons  destruction 
obligations  under  the  Chemical  Weapons  Convention. 

-  How  much  will  this  cost,  and  how  long  will  this  take? 

Answer:  A  DOD  cost  analysis  for  a  25%  production  pilot  chemical  weapons  destruction 
facility  using  the  Russian  two-step  destruction  process  is  underway.  The  cost  analysis  will 
provide  a  site-specific,  technology-specific,  "bottoms-up"  estimate,  based  on  minimal  design 
effort.  Design,  equipment  acquisition,  construction,  equipment  installation,  operator  training, 
and  systemization  phases  will  be  completed  by  2004. 

-  Is  it  possible  to  complete  this  facility  within  the  budget  and  time  parameters  of 
the  Cooperative  Threat  Reduction  program,  scheduled  to  terminate  in  the  year  2000? 

Answer:  Programmatic  schedules  developed  for  this  facility  will  enable  the  appropriate 
contracts  to  be  funded  prior  to  the  termination  of  CTR  program  fiinding  in  2001 .  Milestones 
established  in  this  schedule  will  allow  contract  awards  within  budget  and  tune  parameters  of  the 
CTR  program  even  though  some  contract  efforts  likely  will  extend  until  2004. 

-  How  much  of  the  Russian  chemical  arsenal  could  this  facUity  destroy,  once  it  is 
up  and  running? 

Answer:  The  pilot  facility,  to  be  located  at  Shchuch'ye,  is  expected  to  have  a  destruction 
capacity  of  approximately  500  metric  agent  tons  per  year  (25%  of  a  full-scale  facility). 
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expandable  to  a  fiill  2000  metric  ton  capacity.  The  exact  through-put,  however,  will  depend  on 
the  type  of  munitions  being  processed.  There  are  approximately  5,600  metric  agent  tons 
(approximately  14%  of  the  Russian  stockpile)  located  at  the  Shchuch'ye  storage  facility.  The 
Russian  Federation  will  be  responsible  for  destroying  the  remainder  of  their  declared  40,000 
metric  agent  ton  stockpile  located  at  six  other  storage  locations  within  Russia.  The  "jump-start" 
provided  by  the  success  of  the  pilot  plant  will  become  the  foundation  for  the  larger  Russian 
destruction  effort. 
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Taken  Question 

Submitted  to 

Ambassador-Designate  James  F.  Collins 

Senior  Coordinator 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Congressman  Menendez 

House  International  Relations  Committee 

November  14,  1995 


Collins  Statement: 

I  would  be  pleased  to  provide  a  written  description  of  our 
understanding  of  exactly  what  the  economic  relationship  is 
between  Russia  and  C\iba  at  this  time. 


Written  Statement: 

Prior  to  the  October  1995  visit  to  Cuba  by  Russian  First  Deputy 
Prime  Minister  Oleg  Soskovets,  the  most  significant  facets  of 
Russo- Cuban  economic  interaction  were:   (1)  the  oil -for- sugar 
barter  arrangement;  (2)  Russian  rent  payments  for  use  of  the 
Lourdes  signals  intelligence  facility;  and  (3)  the  gradual  draw 
down  of  a  $30  million  dollar  credit  provided  by  Moscow  to 
finance  the  mothballing  of  the  Juragua  nuclear  power  facility 
near  Cienfuegos,  Cuba. 

The  oil -for- sugar  barter  is  basically  an  agreement  to  exchange 
Cubein  sugar  for  Russian  oil,  with  the  quantities  pegged  to 
market  values  for  each  commodity.   In  May  1995,  Moscow  and 
Havana  inked  a  1995-96  trade  protocol  under  which  Russia  would 
reportedly  exchange  3  million  tons  of  oil  for  1  million  tons  of 
Cuban  sugar.   In  his  October  1995  visit  to  Cuba,  Russian  Deputy 
Prime  Minister  Soskovets  signed  a  three  year  barter  agreement 
with  his  Cuban  hosts  which  would  reportedly  exchange  9.5  to  10 
million  tons  of  Russian  oil  for  4  to  4.75  million  tons  of  Ciiban 
sugar  in  1996-98.   Russian  officials  have  stated  that  the 
barter  arrangement  is  based  strictly  on  market  terms .   We 
believe  that  recent  agreements  include  provisions  for  periodic 
adjustments  in,  the  quantity  of  goods  exchanged  to  reflect 
chcinges  in  market  prices . 

The  rent  agreement  governing  Russian  use  of  the  Signals 
Intelligence  facility  at  Lourdes  reportedly  stipulates  that 
Russia  will  provide  a  certain  amovint  of  goods  and  services  in 
return  for  the  use  of  the  facility.   We  would  be  happy  to 
arrange  a  classified  briefing  for  the  Committee  on  the  question 
of  how  much  Russia  pays  Cuba  for  Lourdes  rent. 

In  1993,  Moscow  provided  Havana  a  $30  million  dollar  credit  to 
finance  the  mothballing  of  the  Juragua  nuclear  power  facility 
(on  which  work  was  halted  in  September  1992  after  Cuba  could 
not  meet  new  financial  terms  set  by  the  Russians) . 
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Our  inforroation  suggests  that  the  credit  has  not  been  entirely 
utilized.   Moscow  issued  a  decree  during  the  Soskovets  visit  to 
extend  the  draw  down  period  of  the  credit  (which  apparently  was 
about  to  expire) .   We  would  note,  however,  that  the  Soskovets 
visit  did  not,  apparently,  clear  the  way  for  the  resumption  of 
construction  on  Juragua  (which  remains  stymied  by  the 
reluctance  of  Western  companies  to  help  f inamce  the  project) . 

Besides  signing  a  new  oil -for- sugar  barter  deal  euid  extending 
the  draw  down  period  of  the  Juragua  mothballing  credit,  the 
Soskovets  visit  may  have  set  the  stage  for  a  modest  expansion 
in  Russo-CubcUi  economic  interaction.   According  to  press 
reports,  Soskovets  may  have  signed  additional  deals,  including 
a  joint  venture  to  refurbish  Soviet-built  refineries,  build  an 
oil  pipeline,  smd  hemdle  oil  supplies  to  the  Cubcin  market. 

We  must  stress,  however,  that  these  reports  are  unconfirmed 
eind  that  both  parties  might  find  it  difficult  to  locate  the 
resources  necessary  to  allow  such  projects  to  proceed. 
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Taken  Question 

Submitted  to 

Ambassador-Designate  James  F.  Collins 

Senior  Coordinator 

Office  of  the  Ambassador-at-Large 

for  the  New  Independent  States 

by  Representative  Engel 

House  International  Relations  Committee 

November  14,  1995 


Rep.  Engel' s  Statement; 

I  am  wondering  if  you  could  get  me  the  specifics  about  how  our 
assistance  programs  are  designed  to  address  the  issue  of 
corruption  and  how  we  are  trying  to  create  a  better  climate  for 
foreign  investment.   If  you  could  get  that  to  me,  I  would 
appreciate  it. 

Amb.  Collins'  Statement; 
We  will  be  happy  to,  sir. 


Written  Statement: 

Official  corruption  continues  to  plague  the  NIS  countries. 
This  is  a  sensitive  internal  issue  in  Russia  and  other  NIS,  and 
primarily  for  reasons  of  national  pride,  NIS  governments  have 
not  requested  direct  assistance  in  this  area.   Nevertheless, 
through  our  Anti-Crime  Program  we  do  have  two  main  mechanisms 
that  directly  address  this  problem:   1)  assistance  to  enact 
criminal  legislation,  and  2)  training  to  raise  the 
professionalism  and  increase  the  integrity  of  NIS  law 
enforcement  officers . 

Using  FREEDOM  Support  Act  funds,  the  Department  of  Justice 
has  sent  two  Assistant  U.S.  Attorneys  to  Moscow  on  temporary 
duty  to  provide  the  Russian  Government  with  expert  advice  on 
criminal  law  and  anti-corruption  issues.   In  addition,  a 
significant  portion  of  the  assistance  budget  is  targeted 
towards  strengthening  the  rule  of  law  in  Russia  and  other  NIS 
through  a  variety  of  judicial  and  legislative  training  programs 
and  legislative  drafting. 

The  FBI  and  other  federal  law  enforcement  agencies  have  a 
number  of  training  programs  for  NIS  law  enforcement  officials. 
These  programs  stress  the  need  for  honesty,  integrity  and 
respect  for  the  law  to  help  alleviate  the  endemic  corruption 
visible  in  NIS  law  enforcement  agencies. 
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As  for  promoting  foreign  trade  and  investment,  several  U.S. 
Government  agencies  and  departments  are  actively  doing  so  in 
the  NIS: 

The  Overseas  Private  Investment  Corporation  (OPIC) 
encourages  investments  by  reducing  risk  to  U.S.  investors. 
To  date,  OPIC  has  obligated  close  to  $62  million  to 
projects  in  the  NIS. 

The  U.S.  Trade  and  Development  Agency  (TDA)  funds 
feasibility  studies,  among  other  things,  to  enable  U.S. 
businesses  to  become  involved  in  the  planning  stage  of 
major  infrastructure  and  industrial  projects.   To  date,  TDA 
has  obligated  about  $31  nlillion. 

The  U.S.  Export-Import  Bank  (Eximbank)  makes  available  to 
U.S.  exporters  medium-  and  long-term  guarantees,  direct 
loans  and  insurance  for  sales  of  capital  equipment  and 
services  on  a  limited  basis  to  the  NIS.   To  date,  Eximbank 
has  obligated  close  to  $345  million. 

USAID  funds  the  regional  Enterprise  Funds  (about  $265 
million  to  date)  ,  which  are  designed  to  stimulate  the     _^^ 
creation  and  expansion  of  newly  privatized  businesses  in 
the  emerging  market  economies  in  the  NIS.   The  Enterprise 
Funds  seek  U.S.  investors  and  joint-venture  partners. 

The  Department  of  Commerce  sponsors  many  progreuns,  aunong 
them  the  Business  Information  Service  for  the  NIS  (BISNIS) ; 
the  American  Business  Ceriters  (ABCs) ;  the  Special  American 
Business  Internship  Training  (SABIT)  Program;  and  the 
Commercial  Law  Development  Prograun  to  help  the  NIS  draft 
commercial  laws,  protect  intellectual  property  rights  and 
help  gain  accession  to  the  World  Trade  Organization.   DOC 
obligations  amount  to  close  to  $422  million. 

USAID  also  has  a  commercial  law  development  prograun 
designed  to  help  the  NIS  countries  draft  and  implement  laws 
to  facilitate  trade. 

The  Government  of  Russia  has  asked  us  to  help  them  reform 
their  tax  laws,  which  are  currently  one  of  the  principal 
problems  facing  foreign  investors  in  the  NIS. 
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